
IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS SUN CITY
WATER DISTRICT

MIKE GLEAS ON, Cha irma n
W ILLIAM A.  MUNDE LL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

COMMISSIONERS

BEFORE THE ARIZONA CORPORATION CON|~.|.Y.|..|.L.}LJlv.l W

RE QE:wan

If
"*¥3"*'48i

ME,

2801 MQV 30 D 32 119

IIIIIIIIIIIIII ll I
0000079258

3-lb

DOCKET NO. W-01303A-07-0209

ARIZONA-AMERICAN WATER
COMPANY

NOTICE OF FILING
DIRECT/REBUTTAL TESTIMONY

1 Arizona-American Water Company ("Arizona~American") hereby files in the above-

2 referenced matter:

3

4

Re butta l te s timony from Thoma s  M. Brode rick,

Re butta l te s timony from Linda  J . Gutowski;

Rebutta l te s timony from Bradley J . Cole ;5

6 •

7

8

9

Dire ct te s timony from Cindy Da tig.

Arizona -Ame rica n is  filing Ms . Da tig's  Dire ct Te s timony in re sponse  to RUCO's  re que s t

to review and eva lua te  the  Low-Income Ass is tance  Program proposed by Mr. Broderick in his

dire ct te s timony.

1 0

11

1 2
Arizona Corporation Commission

DOCKETED

NOV 3 0 2007
1 3

1 4
DDCKETEU H.

1 5

i

T



1 RESPECTFULLY SUBMITTED on November 30, 2007.

2

m?Li
_ _associate Counsel
Arizona-American Water
19820 n. 7th Street
Suite 201
Phoenix, Arizona 85024
(623) 445-2442
Paul.Li@amwater.co1n

Original and 13 copies filed
on November 30, 2007, with:

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Copies of the foregoing delivered
on November 30, 2007, to:

Teena Wolfe
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Robin Mitchell
Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Ernest Johnson
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Daniel Pozefsky
Residential Utility Consumer Office
l l10 West Washington
Suite 220
Phoenix, Arizona 85007

2



Tracy Spoon
S un City Ta xa ye rs  As s ocia tion
12630 n. 103 d Ave ., Suite  144
S un City, AZ 85351

Willia m P . S ulliva n, Esq.
Susan D. Goodwin, Esq.
La rry K. Uda ll, Es q.
Curtis , Goodwin, S ulliva n,
Uda ll & S chwa b, P .L.C.
501 E. Thomas Rd.
P hoe nix, AZ 85012
Attorne y for Town of Youngtown

Lloyd Robins on, Town Ma na ge r
Town of Youngtown
12030 Clubhouse Square
Youngstown, AZ 85363

Mr. Willia m E. Downe y
11202 W. Pueblo Court
S un City, AZ 85373

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8

. t../,. , "

By: Courtne y ,Appe lha ns

J n. . *" /

3



IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
R.ATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS SUN CITY
WATER DISTRICT

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON, Chairman
JEFF HATCH-MILLER
WILLIAM A. MUNDELL
KRISTIN K. MAYES
GARY PIERCE

DOCKET no. W-01303A-07-0209

REBUTTAL TESTIMONY
OF

THOMAS M. BRODERICK
ON BEHALF OF

ARIZONA-AMERICAN WATER COMPANY
NOVEMBER 30, 2007



Docket No. w-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Thomas M. Broderick
Page ii

REBUTTAL TESTIMONY
OF

THOMAS M. BRODERICK
ON BEHALF OF

ARIZONA-AMERICAN WATER COMPANY
NOVEMBER 30, 2007

TABLE OF CO NTE NTS

I
II
III

i i i

1

1

1

1A
2B

IV
V
VI
VII
V I I I
IX

EXECUTIVE SUMMARY
INTRODUCTION AND QUALIFICATIONS Of
PURPOSE OF REBUTTAL TESTIMONY..
RETURN ON EQUITY ("ROE") ll
Response to Staff
Response to RUCO..
CAPITAL STRUCTURE..

SURCHARGE FOR FIRE FLOW PROJECTS..
NEW LOW INCOME PROGRAM..
RATE CASE EXpENSE_.~,~
ACHIEVEMENT INCENTIVE PAY..

uovovou

M

4
.5
7

14
17
18

EXHIBIT TMB-Rl: FIRE FLOW SURVEY

EXHIBIT TMB-R2: TOWN OF PARADISE VALLEY RESOLUTION no. 1156

REVISED EXHIBIT TMB-1: ESTIMATED COST OF FIRE FLOW IMPROVEMENTS

EXHIBIT TMB-R3: NEW LONG-TERM DEBT MATURING 2037

EXHIBIT TMB-R4: RATE CASE EXPENSE UPDATE



Docke t No. W-01303A-07-0209
Arizona -American Wate r Company
Re butta l Te s timony of Thoma s  M. Brode rick
P a ge  iii

E XE C UTIVE  S UMMAR Y

In his  rebutta l te s timony Thomas  M. Brode rick te s tifie s  a s  follows :

R E TUR N O N E Q UITY
Arizona -American accepts  S ta ff witness  Mr. Irvine 's  recommenda tion tha t the  Commiss ion
adopt a  10.8 pe rcent re turn on equity ("ROE"). As  a  result of accepting S ta ff' s  recommenda tion,
Arizona-American no longer offe rs  its  own independent recommenda tion of 11.3 pe rcent in this
ra te  case , a s  origina lly sponsored in the  direct te s timony of Mr. Joe l Re iker.

RUCO's  ROE te s timony has  two flaws . Ra the r than adding the  required financia l risk
adjustment to the  midpoint (9.75%) of what he  concludes to be  the  best es timate  of an
appropria te  range  of es timates , Mr. Rigsby adds  his  financia l risk adjus tment to something lower
than the  midpoint of tha t range  (9.52%). Furthe r, Mr. Rigsby's  50-bas is  point adjus tment is
a rbitra ry and well be low the  bas is-point adjus tments  the  Commiss ion has  recently provided.

CAP ITAL S TRUCTURE
Staff inappropria te ly recommends inclusion of $24,391 ,823 of short-te rm debt in the  tota l debt
s tructure . This  has  the  consequence  of increas ing Arizona-American's  debt ra tio from 58.6% to
61 .5%. The  flip s ide  of this  is  to depress  the  equity ra tio from 41 .4% to 38.5%. This  is  an
important issue  for the  Commiss ion to continue  to ge t right, a s  the  cos t of equity is  roughly
double  the  cos t of debt. It is  difficult enough tha t Arizona -American's  actua l financia l re sults  a re
crea ting negative  re ta ined earnings, which then ge t re flected in the  capita l s tructure  updates  tha t
occur throughout ra te cases  such as  this  one . It is  not he lpful for S ta ff to find a dditiona l wa ys  to
depre ss  Arizona -American's  equity ra tio.

S ta ff again has not met its  burden of showing tha t its  snapshot ba lance  of short-te rm debt is
representa tive  of Arizona -American's  typica l short-te rm debt leve l. S ta ff a lso has  not shown tha t
short-term debt is  being used to finance long-term, ra te-based asse ts  as opposed to financing
CWIP, which the  Commiss ion has  his torica lly excluded from ra te  base  for Arizona -American.
There fore , the  Commiss ion should continue  to re ject the  inclus ion of an a rbitra ry short-te rm debt
ba lance  from Arizona -American's  capita l s tructure .

COS T OF DEBT
On October 22, 2007, American Wate r Capita l Corp ("AWCC") issued notes  for s igna ture  by
Arizona-American for $16,450,000 in debt maturing October 2037 a t an inte res t ra te  of 6.593%.
Exhibit TMB-R3 conta ins  this  ne w note . Arizona -Ame rica n will not s e e k re cove ry of the  s light
excess  in inte res t expense  in ra te s . The  forecas ted $ l5 million equity infus ion from American
Wate r to Arizona -American occurred this  month - November 2007.
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Rebutta l Schedule  D-2, page  2 displays a  cost of debt of 5.5% under the  heading of the  projected
year ending June  30, 2007. Rebutta l Schedule  D-1, page  3 displays the  accepted 10.8% ROE
and the  capita l s tructure  of 58.6% debt and 41 .4% equity for an overa ll 7.7% cost of capita l
under the  same heading of the  projected year ending June  30, 2007. These  amounts  flow into the
revised revenue  requirement.

S URCHARGE FOR FIRE-FLOW P ROJ ECTS
Arizona -American will sponsor two public mee tings  in Sun City and Youngtown on December
12, 2007 and will review de ta ils  of the  Fire  flow Project with the  a ssembled loca l re s idents . It is
puzzling tha t RUCO doesn't make  more  of an e ffort to speak directly with re s identia l cus tomers
concerning these  projects .
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While  it is  true  tha t Arizona-American is  proposing to implement a  se ries  of s tep increases  in the
fire -flow surcharge  without the  cost and e ffort of another ra te  case , the  Commission or any party
in the  current ra te  case  will be  able  to review the  reasonableness  of fire -flow expenses  to-da te  in
the  next Sun City Wate r Dis trict ra te  case .

Support in Pa radise  Va lley for the  tire -flow improvement project rema ins  s trong, but support for
us ing the  High Block surcha rge  to fund the  improvement project has  e roded. The  Town of
Paradise  Valley be lieves tha t a  change  in the  surcharge  mechanism for funding the
improvements  is  needed.

There  is  no wate r-industry conspiracy to expend capita l funds in order to massive ly increase  ra te
base  in built-out communities  to maximize  ea rnings  a t ra tepayer expense . If the re  was  such a
conspiracy, Arizona-American would ce rta inly not be  a  pa rt of it, because  it does  not need to
increase rate base.

The  Town of Youngtown supports  Arizona-American's  proposed surcharge  mechanism or its
equiva lent.

It is  ne ithe r necessa ry nor he lpful for the  Commiss ion to orde r the  fire -flow cons truction.

The  revised tota l e s tima ted cos t for the  Fire -Flow Project is  nea rly $4.9 million. S ta ff' s  e s tima te
is  much too low.

Arizona-American has  not provided a  ra te  design for the  surcharge  to recover fire -flow expenses
which S ta ff labe led Fire  Flow Cos t Recove ry Mechanism ("FCRM"). The  Company does  pre fe r
to follow the  ra te  design precedent es tablished in the  ACRM surcharge  which ass igned 50% of
the  cost to the  basic service  charge  and 50% to the  water commodity charge . The  Company does
not intend to include  O&M cos t increases  in the  FCRM.

NE W LO W INC O ME  P R O G R AM
The Sun City Taxpayers  Associa tion expressed support for the  program to Mr. Broderick.
RUCO, in its  direct te s timony, expressed enthusias tic support, a s  long as  we  mee t Mr. Coley's
s ta ted crite ria  (direct tes timony page  31 , lines  1 through 9) tha t a  low income program:

properly ta rge ts  cus tomers ,
crea tes  mate ria l benefits  for participants ,
does  not overly burden non-participants , and
is  e fficie ntly a dminis te re d.

The  Company asks  the  Commission to authorize  the  low-income program co-sponsored by Ms.
Cindy Da tig and Mr. Brode rick and include  the  amount of anticipa ted low-income  discotmts  into
the  ra te  design in this  case , with the  understanding tha t the  Company would re fund a t a  la te r time
any over-collection of revenues , if program enrollment is  le ss  than the  ta rge t 1,000 res identia l
customers.
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Ms. Da tig e s tima tes  the  on-going annua l program cos t will be  approximate ly $30,000. The  tota l
maximum amount of the  discount would be  approximate ly $50,000 annua lly for 1,000 customers
pa rticipa ting yea r-round.

There  were  22,878 residentia l and commercia l Sun City Water customers  in the  tes t year.
Therefore , the  50% discount on the  basic se rvice  charge  for 1,000 residentia l customers  would
cos t roughly $2.29 pe r yea r (=$50,000 / (22,878-l,000)) or $0.19 pe r month for non-pa rticipants .
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The  Company proposes  to ra ise  the  las t-block pricing by $0.08 per 1,000 ga llons  for non-
participant res identia l and a ll commercia l customers . Based on adjus ted tes t year volumes, this
produces approximate ly $50,000 of revenue  to make  up for the  equiva lent loss  of basic se rvice
charge  revenues  for low-income customers  enrolled in the  low income program.

Arizona -American is  willing to e s tablish a  volunta ry additiona l payment fea ture  (e .g., $1 extra )
on cus tomer bills  a s  an additiona l contribution to the  low income  program.

Customers  in our Mohave , Havasu, and Tubac dis tricts  especia lly need a  low-income program,
even more  than Sun City. However, the re  a re  probably too few non-low income  res idents  in
these  communities  to fund the  low income program, so tha t funds should be  genera ted and
shared across districts .

RATE CAS E EXP ENS E
Exhibit TMB-R4 displays  tota l ra te  case  expense  of $94,266. The  annua l amortiza tion of tha t
expense  over three  years  is  $31 ,422. This  es timate  incorpora tes  S ta ffs  recommendation of
$17,500 for the  fire -flow survey and e limina tes  expense  for the  cos t-of-equity witness .
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R ATE  DE S IG N
Arizona-American accepts  Staff" s  recommendation to reduce  break-over points  in the  ra te  design
as per Schedule SPI-1 .

AC HIE VE ME NT INC E NTIVE  P AY
The  Commiss ion should re ject Mr. Coley's  Opera ting Expense  Adjus tment #8 conta ined in his
Schedule TJC-8 because the case precedent he cites in the recent Paradise Valley rate  case does
not apply to Sun City Wa te r. The  Sun City Wa te r Dis trict is  a  former Citizens ' prope rty and
Arizona-American's  adjus ted tes t-year results  re flect a  ne t loss  in this  dis trict (and as  a  whole  for
tha t matte r). Hence , any increase  in ne t income a ttributable  to employees  achieving financia l
ta rge ts  during the  tes t year only he lped reduce  overa ll losses  in this  timeframe, not crea te  profit.
In othe r words , employees  met financia l ta rge ts  e s tablished in the  incentive  plan for Arizona-
American by coming close r to plan, not by achieving pos itive  ne t income . This  reduces  our
ongoing equity e ros ion and he lps  Arizona-American to achieve the  shared goal of a  40% equity
ra tio. There fore , it is  appropria te  to reward employees  for reducing losses  and he lping to crea te  a
hea lthie r utility, which clea rly bene fits  cus tomers . American Wate r has  shown remarkable
re s tra int during this  pe riod of losses  by Arizona -American. The  Commiss ion should support an
incentive  plan oriented towards  long-te rm recovery, ra ther than short-tem draconian actions .



Docket No. W-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Thomas M. Broderick
Page 1 of 19

I1

2

3

4

5

Q.

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My na me  is  Thoma s  M. Brode rick. My bus ine s s  a ddre s s  is  19820 N. 7th S tre e t, S uite

201, P hoe nix, Arizona  85024, a nd my bus ine s s  phone  is  623-445-2420.

6

7

8

9

Q- IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED?

I am a Manager, Rates and Regulatory Affairs for American Water, Western Region.

Arizona-American Water Company ("Arizona-American" or "the Company") is a

wholly-owned subsidiary of American Water.

Q- DID YOU SUBMIT DIRECT TESTIMONY IN THIS CASE?10

11 Ye s .

I I PURPOSE OF REBUTTAL TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS

12

13

14

15

Q-

CASE?

Please refer to the Executive Summary, which precedes my rebuttal testimony.

I I I16

17

18

19

20

21

22

23

24

Q-

RETURN ON EQUITY ("ROE77)

A Response to Staff

DOES ARIZONA-AMERICAN ACCEPT STAFF'S RECOMMENDED 10.8

PERCENT RETURN ON EQUITY?

A.

A.

A.

A.

A.

Ye s , Arizona -Ame rica n a cce pts  S ta ff witne s s  Mr. Irvine 's  re comme nda tion tha t the

Com m is s ion a dopt a  10.8 pe rce nt re turn on e quity ("ROE"). I re vie we d a nd cons ide re d

the  ROEs  a pprove d by the  Commis s ion for wa te r a nd wa s te wa te r utilitie s  s ince  2002, a nd

Mr. Re ike r's  pre -file d te s timony, a nd de te rmine d tha t S ta ff" s  re comme nde d ROE is

re a s ona ble  in this  ca s e  for the  S un City Wa te r dis tric t, give n Arizona -Ame rica n's  ca pita l
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1

2

structure . Arizona-American reserves the  right to cha llenge  the  reasonableness  of Staff" s

recommended ROE in any other pending or future  proceeding.

3

4

5

As a  result of accepting S ta ff' s  recommenda tion, Arizona-American no longer offe rs  its

own independent recommendation in this  ra te  case  of 11 .3 percent, as  origina lly

sponsored in the  direct te s timony of Mr. Joe l Re ike r.

6 Response to RUCO

DO YOU HAVE ANY COMMENTS ON RUCO'S RECOMMENDED ROE?

B

Q.7

8

9

10

Yes , in reviewing Mr. Rigsby's  te s timony and ana lys is  I discove red two problems  which,

when corrected, re sult in a  cos t of equity e s tima te  for Arizona-American tha t is  ve ry

close  to Staff' s  recommendation in this  case .

11

12

Q. P LE AS E  E XP LAIN THE  F IR S T C O R R E C TIO N TO  MR .  R IG S B Y' S  ANALYS IS .

13
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On pa ge  36 of his  dire ct te s timony, Mr. Rigs by conclude s  tha t, ba s e d on the  re s ults  of his

cos t of e quity a na lys is , his  be s t e s tima te  of a n a ppropria te  ra nge  for a  cos t of common

e quity for Arizona -Ame rica n is 8. 02 pe rce nt to I I. 48 pe rce nt. The n, ra the r tha n a dding

the  re quire d fina ncia l ris k a djus tme nt to the m id p o in t (9.75%) of wha t he  conclude s  to

be  the  be s t e s tima te  of a n a ppropria te  ra nge  of e s tima te s , Mr. Rigs by a dds  his  fina ncia l

ris k a djus tme nt to s ome thing lowe r tha n the  midpoint of tha t ra nge  (9.52%). The re  is  no

e vide nce  in this  proce e ding to s upport a doption of a n initia l point e s tima te  lowe r tha n the

midpoint of wha t Mr. Rigs by conclude s  is  a  re a s ona ble  ra nge  of e s tima te s .

20

21

22

23

24

Q- WHAT IS THE SECOND CORRECTION TO MR. RIGSBY'S ANALYSIS AND

RECOMMENDATION?

A.

A.

A. The  s e cond corre ction re la te s  to Mr. Rigs by's  fina ncia l ris k a djus tme nt. S ta ff, RUCO,

a nd Arizona -Ame rica n a ll a gre e  with the  ba s ic  fina ncia l principle  tha t a s  the  proportion

of de bt in a  compa ny's  ca pita l s tructure  incre a s e s , s o doe s  its  ris k a nd its  cos t of e quity.
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Mr. Rigsby's 50-basis point adjustment is arbitraryl and well below the basis-point

adjustments the Commission has recently approved to compensate Arizona-American's

equity investors for additional leverage risk. Just six months ago, the Commission

approved a 10.7% ROE for Arizona-American's Mohave Water and Wastewater

Districts.2 This included an adjustment of 100 basis points for Arizona-American's

additional leverage risk.3

7 Q- HOW WOULD YOU REVISE RUCO'S ESTIMATE TO CORRECT FOR MR.

8 RIGSBY'S ARBITRARY RISK ADJUSTMENT?

9
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S ta ff, RUCO a nd Arizona -Ame rica n a ll a gre e  tha t be ca us e  of incre a s e d fina ncia l

le ve ra ge , Arizona -Ame rica n's  cos t of e quity s hould be  highe r tha n tha t of the  re s pe ctive

s a mple  groups . Be ca us e  Mr. Rigs by's  a djus tme nt for incre a s e d fina ncia l ris k is  a rbitra ry

a nd incons is te nt with Commis s ion pre ce de nt, the  Commis s ion s hould re ly on the  be s t

informa tion a va ila ble . In this  ca s e , Arizona -Ame rica n ha s  a cce pte d the  90-ba s is -point

fina ncia l-ris k a djus tme nt ca lcula te d a nd propos e d by S ta ff's  witne s s , Mr. Irvine . S ta ff' s

fina ncia l risk a djus tme nt is  ba se d on curre nt ma rke t da ta , the re fore  more  re fle ctive  of the

e quity-cos t diffe re ntia l be twe e n Arizona -Ame rica n a nd the  re s pe ctive  s a mple  groups .

Furthe rmore , the  90-ba s is -point fina ncia l-ris k is  cons is te nt with Commis s ion pre ce de nt

s e t forth in De cis ion No. 69440. If we  s ubs titute  S ta ff' s  re comme nde d 90-ba s is -point

fina ncia l-ris k a djus tm e nt for Mr. Rigs by's  a rbitra ry 50-ba s is -point fina ncia l-ris k

a djus tm e nt, the n RUCO's  ROE e s tim a te  would incre a s e  from  10.02% to l0.42%, e ve n

without corre cting Mr. Rigby's  e s tim a te d cos t of e quity.

22 Q. WHAT WOULD RUCO'S RECOMMENDED ROE BE AFTER ADDRESSING

23 THESE TWO PROBLEMS?

A.

1 D0cke[ No. W-01303A-06-0_91, Tr. at 386:16 .. 387:14.
2 Decision No. 69440, dated May 1, 2007, at 20:7-9.
3 Id. at 18:7-9
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Adding the  required financia l risk adjus tment of 90 bas is  points  to the  9.75 percent

midpoint of Mr. Rigsby's  reasonable  range  produces  a  10.65 percent revised ROE

recommenda tion on beha lf of RUCO. This  is  much close r to the  10.8 pe rcent ROE

recommended by Sta ff and now accepted by Arizona-American in this  case .

5 IV C AP ITAL S TR UC TUR E

6 Q. S TAFF RECOMMENDS  INCLUS ION OF $24 ,391 ,823  OF S HORT-TERM DEBT

IN THE  TO TAL DE BT S TRUCTURE . DO  YO U CO NTINUE  TO  DIS AG RE E ?7

8

9

10

12

13

14

15

Yes, I disagree . S ta ff' s  inclus ion of short-te rm debt in the  capita l s tructure  for ra te

making purposes  has  the  consequence  of increasing Arizona-American's  debt ra tio from

58.6% to 61 .5%. The  flip s ide  of this  is  to depress  the  equity ra tio from 41 .4% to 38.5%.

This  is  an important issue  for the  Commiss ion to continue  to ge t right, a s  the  cost of

e quity is  roughly double  the  cos t of de bt. It is  difficult e nough tha t Arizona -Ame rica n's

actua l financia l results  a re  crea ting nega tive  re ta ined earnings, which then ge t re flected in

the  capita l s tructure  updates tha t occur throughout ra te  cases such as this  one  - it is  not

he lpful for S ta ff to find additiona l ways  to depre ss  Arizona -American's  equity ra tio.

16 Arizona-American has  extensive ly discussed the  reasons why short-te rm debt should not

17

18

be  included in its  capita l s tructure  in recent (some s till pending) ra te  cases .

Fundamenta lly, Arizona -American is  only entitled to a  re turn on its  ra te  base . If the

19

20

21

evidence  is  clear, like  it is  in this  case , tha t short-te rm debt does not finance  ra te  base ,

then it is  inappropria te  to include  short-te rm debt which does  not finance  tha t ra te  base  in

Arizona -Ame rica n's  ca pita l s tructure .

22

23

24

25

A.

A.

The  Commission agreed tha t short-te rm debt should not be  included as  part of Arizona-

American's  capita l s tructure  in Decis ion No. 68310. Subsequent to issuing Decis ion No.

68310, the  Commiss ion rea ffirmed its  pos ition in two ra te  orde rs  for Arizona -American

dis tricts . On July 26, 2006, the  Commiss ion issued Decis ion No. 68858 for Arizona -
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2

3

4

5

6

Ame rica n's  Pa ra dise  Va lle y Wa te r Dis trict. The  Commiss ion did not include  short-te rm

debt a s  pa rt of Arizona -American's  capita l s tructure .4 S imila rly, on May 1, 2007, the

Commiss ion issued Decis ion No. 69440 for Arizona -American's  Mohave  Wate r and

Wastewa te r Dis tricts . Aga in, the  Commiss ion did not include  short-te rm debt a s  pa rt of

Arizona-American's  capita l s tructure .5 We see  no reason, and Sta ff provided none , tha t

would jus tify any devia tion from es tablished Commiss ion precedent.

7

8

9

10

11

12

S ta ffaga in has not met its  burden of showing tha t its  snapshot ba lance  of short-tenn debt

is  repre senta tive  of Arizona -American's  typica l short-te rm debt leve l. S ta ff a lso has  not

shown that short-term debt is  being used to finance long-tenn, ra te-based assets  as

opposed to financing CWIP, which the  Commiss ion has  his torica lly excluded from ra te

base  for Arizona-American. There fore , the  Commiss ion should continue  to re j act the

inclus ion of an a rbitra ry short-te rm debt ba lance  from Arizona -American's  capita l

13 structure ,

V

Q.

COST OF DEBT

HAS ARIZONA-AMERICAN INCURRED THE ANTICIPATED $16.45

MILLION IN LONG-TERM DEBT APPROVED BY THE COMMISSION?

14

15

16

17

18

19

Yes . On Octobe r 22, 2007, American Wate r Capita l Corp ("AWCC") closed this  debt

and issued notes  for s igna ture  by Arizona-American for $16,450,000 in debt maturing

Octobe r 2037 a t an inte re s t ra te  of 6.593% Exhibit TMB-R3 conta ins  this  new note .

20

21

22

23

Q. WHAT CO MMIS S IO N DE CIS IO NS  AUTHO RIZE D THIS  IS S UANCE ?

Decis ion No. 68994 authorized Arizona-American to incur $165,450,000 in new debt to

pay off two promissory note s  and finance  two capita l projects . To da te , Arizona -

American has executed three  promissory notes in the  amount of $159,000,000 under this

A.

A.

4 Decis ion No. 68858, dated July 26, 2006, a t 22: 16-18.
5 Decis ion No. 69440, dated May 1, 2007, a t 14:20 -- 15:24.
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1 financing authority, leaving $6,450,000 authorized but not incurred. Decis ion No. 69730

approved the  applica tion of Arizona -American to incur $10 million in long-tenn debt to

finance  the  pa rtia l repayment of $25 million in previous ly approved long-te rm debt.

Toge ther, the  two Decis ions  authorized Arizona-American to issue  up to $16,450,000 in

additiona l debt.

2

3

4

5

6

7

8

9

10

11

12

13

14

Q. DECISION NO. 69730 STATES THAT THE INTEREST RATE IS NOT TO

EXCEED 6.5%. WILL ARIZONA-AMERICAN S EEK RECOVERY OF THE

SLIGHT EXCESS IN INTEREST EXPENSE IN RATES?

No, not unless the  Commission authorizes the  0.093 percent excess above the  6.5 percent

limit e s tablished in Decis ion No. 69730. Rebutta l Schedule  D-2, page  2 provides  an

updated cost of debt for this  ra te  case  and the  interest ra te  displayed there in for a

$10,000,000 portion of the  new note  has been se t a t 6.5% for ra temaking purposes in this

case . By way of comparison, S ta ff witness  Mr. Irvine 's  Supplementa l Table  3 had

incorpora ted this  new debt a t a  forecasted interest ra te  of 5.95%.

Q- HAS  THE  FO RE CAS TE D $ 1 5  MILLIO N E Q UITY INFUS IO N O CCURRE D?15

16

17

Yes , this  equity infus ion from American Wate r to Arizona -American occurred this  month

_- November 2007 .

18

19

20

21

22

23

24

Q. DID S TAFF WITNES S  IRVINE'S  ERRATA FILED OCTOBER 29 , 2007

CO RRE CTLY E XCLUDE  THE  TO LLE S O N O BLIG ATIO N BO NDS  FRO M

TOTAL DE BT?

A.

A.

A. Ye s , Mr. Irvine 's  Supple me nta l Dire ct Sche dule  SpI-ll e xclude s  tha t de bt. His  propose d

trea tment now matches tha t proposed in other pending Arizona-American ra te  cases.

Although I be lie ve  it is  now moot, I notice d tha t Mr. Irvine 's  Supple me nta l Dire ct

Schedule  SPI-10 (which is  not used in Staff' s  revenue  requirement recommendation)
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1

2

expresses the Tolleson debt at its gross amount when it should have been expressed at its

net amount.

3

4

5

6

7

8

9

10

Q. DO THE  COMP ANY'S  RE VIS E D S CHE DULE S  RE FLE CT THE  UP DATE D

CO S T O F  CAP ITAL WHICH INCO RP O RATE S  ALL O F  YO UR RE BUTTAL

RESPONSES?

Yes. Rebuttal Schedule D-2, page 2 displays a cost of debt of 5.5% under the heading of

the projected year ending June 30, 2007. Rebuttal Schedule D-1, page 3 displays the

accepted 10.8% ROE and the capital structure of 58.6% debt and 41 .4% equity for an

overall 7.7% cost of capital under the same heading of the projected year ending June 30,

2007. These amounts flow into the revised revenue requirement.

11

12

13

14

15

Please  note  tha t in my re joinder tes timony due  December 21 , 2007, I intend to provide  an

updated cost of capita l using actua l financia l results  through November 2007, as  has

become the  typica l practice  in recent ra te  cases . Financia l results  through November

2007 will re flect inclus ion of the  equity infus ion and ove ra ll equity pos ition through tha t

date .

16

17

18

19

20

21

22

23

24

25

S URCHARGE FOR FIRE FLOW P ROJ ECTS

RUCO  WITNE S S  MS .  DIAZ CO RTE Z RE CO MME NDS  DE NIAL O F THE

R E C O MME NDE D S UN C ITY WATE R  F IR E  F LO W IMP R O VE ME NT

P ROJ E CT, YE T ACKNOWLE DGE S  THAT S HE  IS  UNAWARE  OF LOCAL

P UBLIC O P INIO N O N THIS  IS S UE . IS  THE  P UBLIC ' S  O P INIO N

IMP O R TANT?

A.

VI

Q-

A. Yes . The  opinions  of Sun City Wate r Dis trict's  cus tomers  about the  pe rce ived bene fits  of

the  recommended Sun City Wa te r Fire  Flow Improvement P roject ("Fire  Flow Project")

a re  important, in light of the  e s tima ted cos ts  of this  discre tiona ry project. Arizona -

American is  currently conducting a  survey of Sun City Wa te r Dis trict's  re s identia l
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1

2

3

4

5

customers  and expects  to have  the  results  ava ilable  in mid-December 2007 for a ll to

re vie w a nd cons ide r. Exhibit TMB-Rl displa ys  the  surve y ma ile d to cus tome rs  in mid-

November 2007. It is  puzzling tha t RUCO doesn't make  more  of an e ffort to speak

directly with re s identia l cus tomers  loca ted in dis tricts  with ra te  ca ses  unde rway. At any

ra te , RUCO is  inte res ted in this  survey and tha t is  pos itive .

6

7

8

9

Although the  survey provides  use ful input, it should not be  an overriding deciding factor

on whe ther the  Fire  Flow Project funding mechanism should be  approved. Other use ful

inputs  a re  the  earlie r endorsements  by the  Town of Youngtown and the  Task Force

members  and the  information conta ined in the  Task Force  technica l s tudy itse lf.

10

11

12

Arizona-American will sponsor two public mee tings  in Sun City and Youngs town on

December 12, 2007 and will review de ta ils  of the  Fire  flow Proj e t with the  a ssembled

loca l re s idents .

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

Q- IS  Ms .  DIAZ CO RTE Z ACCURATE  WHE N S HE  ALLE G E S  THAT NO T ALL

S E CTIO NS  O F THIS  DIS TRICT P RO VIDE  THE  RE Q UIRE D WATE R

P RES S URE OF 20  P S I AND THAT THE FIRE FLOW P ROJ ECT REQUIRES

MAINS  O F AT LE AS T 1 2 -INCHE S  IN DIAME TE R?

No, she  is  incorrect on both points . The  rebutta l te s timony of Company witness  Mr.

Bradley J . Cole  shows, based on recent tes ting in the  Sun City Water dis trict, tha t the

exis ting sys tem provides  wa te r above  the  minimum required 20 ps i. He  a lso expla ins  tha t

only 10-inch diamete r or smalle r mains  have  been proposed in the  Fire  Flow Project.

21

22

23

A.

Q- IS  MS . DIAZ CO RTE Z E NTIRE LY ACCURATE  WHE N S HE  S AYS  " NO  RATE

CAS E WOULD BE REQUIRED"  (P AGE 4 , LINE 17) TO RECOVER THE

COS TS  OF FIRE FLOW IMP ROVEMENTS ?
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No. While  it is  true  tha t Arizona -American is  propos ing to implement a  se rie s  of s tep

increases  in the  fire -flow surcharge  without the  cost and effort of another ra te  case , the

Commiss ion or any party in the  current ra te  case  will be  able  to review the

reasonableness  of fire -flow expenses  to-da te  in the  next Sun City Water District ra te  case .

P lease  reca ll from my direct te s timony tha t I proposed a  next ra te  case  filing deadline  of

May 3 l , 2011. It now appears , however, tha t a  be tte r filing deadline  would be  one  year

la te r - May 3 l , 2012 - in orde r tha t the  actua l fina l tota l comple ted cos ts  of the  Sun City

fire  flow prob e t can be  ava ilable  in tha t case .

9

10

Q- DO E S  MS .  DIAZ CO RTE Z CO RRE CTLY CHARACTE RIZE  THE  TO WN O F

P ARADIS E  VALLE Y' S  RE CE NTLY UP DATE D P O S ITIO N CO NCE RNING

FIRE FLOW P ROJ ECTS  IN THAT COMMUNITY (P AGE 6 , LINES  6 -20 )?

13

14

15

16

17

18

19

No. Ms. Diaz Cortez sugges ts  tha t cus tomer oppos ition to the  des ign of the  fire -ilow

re la ted surcharges  in Paradise  Valley has  caused an e rosion of public support of fire -flow

projects  a s  repre sented by the  e lected Town Council. Howeve r, Exhibit TMB-R2, which

is  a  copy of Resolution No. 1156 da ted September 27, 2007 of the  Town Council of

Paradise  Valley, s ta tes "WHEREAS the  Town ofPa ra dise  Va lle y ("Town ") be lie ve s  tha t

the  FF] [Fire  Flow Improve me nts ] a re vitally importa nt to the  public we lfa re and safety

of Town re s ide nts  a nd could be  cons tructe d more  e xpe ditious ly if typica l ra te  ba se /ra te

of re turn mode l were  used ins tead of us ing a  CIAC method "

20

21

22

23

It would appea r tha t support for the  fire -How improvement project in Pa radise  Va lley

remains  s trong, but support for us ing the  High Block surcharge  to fund the  improvement

project has  e roded. The  Town of Paradise  Valley be lieves tha t a  change  in the  surcharge

mechanism for funding the  improvements  is  needed.

24

25

A.

A.

When I filed this  Sun City Wate r Dis trict ra te  case  on April 2, 2007, I a lready knew tha t

the  High Block surcharge  in Paradise  Valley was causing customer compla ints  and was
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genera lly unpopula r. I considered tha t rea lity in this  ra te  case  when I des igned the

proposed fire  flow surcharge  using a  typica l ra te -base /ra te -of-re turn model ins tead of the

CIAC me thod utilize d in P a ra dise  Va lle y. Ma ny Arizona -Ame rica n's  cus tome rs  in

Paradise  Va lley a re  a lso aware  of the  ra te  des ign Arizona-American is  proposing in this

case  and this  probably further emboldened them to seek Resolution 1156 from the ir

Town Council.

5

6

7

8

9

10

11

ARE  YO U AWARE  O F ANY WATE R INDUS TRY CO NS P IRACY TO  E XP E ND

CAP ITAL FUNDS  IN ORDE R TO MAS S IVE LY INCRE AS E  RATE  BAS E  IN

B UILT-O UT C O MMUNITIE S  TO  MAXIMIZE  E AR NING S  AT R ATE P AYE R

EXP ENS E AS  ALLEGED BY Ms . DIAZ CORTEZ ON P AGE 7 , LINES  3  -13  OF

HE R  DIR E C T TE S TIMO NY?

12

1 3

1 4

15

16

17

18

19

2 0

2 1

22

23

A.

Q.

No! And if the re  was  such a  conspiracy, Arizona -American would ce rta inly not be  a  pa rt

of it. To the  contra ry, Arizona-American has  been reducing its  capita l expense  plans  and

has increased its  support of and re liance  upon "CIAC" type  hook-up fees  over the  past

se ve ra l ye a rs . This  a llows  Arizona -Ame rica n to put its  curre ntly re quire d a nd pre vious ly

incurred investments  in ra tes  without causing even higher ra te  increases , ye t s till pe rmit a

resumption of a  reasonable  re turn to our shareholders a t some date  in the  not so distant

future . Unfortuna te ly, in spite  of s ignifica nt e fforts , Arizona -Ame rica n is  s till

unprofitable  and our corpora te  parent, American Water, ca re fully scrutinizes  each new

inves tment in this  s ta te . In fact, it was  this  scrutiny tha t caused Arizona -American, in

part, to begin to recognize  and ca tegorize  some capita l projects  as  worthwhile  but

discre tionary in a  lega l sense  and a lso to re ly more  heavily upon hook-up fees  (e .g.,

Wate r Facilitie s  Hook-Up Fee  for the  White  Tanks  Regiona l Trea tment P lant).
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4
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6

7

IF THE COMMISSION APPROVES THE SUN CITY FIRE FLOW PROJECT,

WILL THAT BE A BLANK CHECK TO ARIZONA-AMERICAN TO RECOVER

as MILLION OF INVESTMENT FROM ITS CUSTOMERS?

Of course not. We will manage the project carefully and efficiently and allow outside

parties to review our expense records along the way whenever requested. I expect that

both Staff and RUCO will review the expense invoices supporting each step increase in

the surcharge.

8

9

10

11

DOES ARIZONA-AMERICAN AGREE WITH THE TOWN OF YOUNGTOWN'S

STATEMENT THAT ALL CUSTOMERS IN SUN CITY DISTRICT SHOULD

HAVE ACCESS TO ADEQUATE FIRE FLOWS?

Yes, as a matter of fairness in providing public safety to a defined community.

Q- DOES THE TOWN OF YOUNGTOWN SUPPORT ARIZONA-AMERICAN'S

PROPOSED SURCHARGE MECHANISM OR ITS EQUIVALENT?

12

13

14 Ye s .

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

Q- IS IT NECESSARY FOR THE COMMISSION TO ORDER ARIZONA-

AMERICAN TO MAKE THE RECOMMENDED FIRE-FLOW

IMPROVEMENTS FOR ASSURANCE THEY WILL BE CONSTRUCTED?

A.

A.

A.

Q.

A. No. It is neither necessary nor helpful for the Commission to order the fire-flow

construction. Certainly if the Commission wishes to authorize Arizona-American to

construct the projects, that is helpful. The reality is that if the Commission approves the

proposed surcharge mechanism or its equivalent in this rate case and later approves cost-

based specific step increases in the surcharge in a timely fashion, then the proposed fire-

flow projects will be constructed.
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Arizona -American was  not orde red to make  fire -flow improvements  in Pa radise  Va lley,

ye t, through September 2007, we  have  spent $6.5 million in tha t community on fire -fiow

improvement re la ted projects . Of tha t amount, $3.0 million is  a lready in ra te  base  and

$1 .8 million has  been collected to-da te  via  the  high block surcharge  as  a  contribution.

Arizona -American's  enginee rs  a re  a lready working with the  Town of Pa radise  Va lley on

the  next construction phases scheduled for 2008.

7

8

9

1 0

11

1 2

1 3

1 4

A Commiss ion orde r requiring Arizona -American to make  fire -flow improvements  se ts  a

bad precedent, as  it might encourage  loca l officia ls  in the  future  to be  less  focused on

fisca l rea litie s  and more  focused on jus t ge tting the  Commiss ion to require  its

jurisdictiona l utilitie s  to fund the  cons truction of discre tiona ry projects . P lea se  reca ll tha t

the  City of Bullhead's  pending reques t for fire -flow improvements  may be  next on deck

and Arizona -Arne rican's  reques t for Bullhead to co-fund a  fire  flow ta sk force  type  s tudy

caused the  City of Bullhead to pause  somewhat and more  fully consider the ir public

support - a  pos itive  s tep.

1 5

1 6

1 7

Clea rly, Arizona -American's  pas t support to the  Sun City Fire  Flow Task Force  and its

investments  to-da te  in Paradise  Valley are  clear and convincing evidence  tha t these

projects  will be  undertaken if a  funding mechanism is  approved.

1 8 Q. WHAT is  THE  TO TAL E S TIMATE D CO S T O F THE  FIRE  FLO W P RO J E CT?

1 9

20

2 1

22

23

24

25

A. Revised Exhibit TMB-1 displays  a  revised tota l e s tima ted cos t of nea rly $4.9 millio n ,

based on cons truction cos ts  for the  yea rs  when we  es tima te  cons truction will occur. And

so as  to not mis lead the  public, it is  important tha t a ll pa rties  cease  re lying upon the

previous  cost es timate  of $3.1 million as  tha t was based entire ly on 2004 dolla rs  and is

outda ted. So, for example , the  previous es timate  for the  cost of the  firs t phase  was

$690,960 in 2004 dolla rs . However, if our request is  approved the  firs t phase  expense

will occur in the  year 2009 a t an expected cost of $995,763. The  estimated cost increase
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3

is  sole ly due  to infla tion from 2004 to 2009. The  revenue  per 1,000 ga llons  associa ted

with the  firs t phase 's  revised expense  is  $0.0347 and is  now estimated to s ta rt in 2010 -- a

figure  a lso displayed in the  survey sent to cus tomers  to e licit the ir opinion.

4 Q. COMMISSION STAFF PROVIDED A COST ESTIMATE OF $2.7 MILLION.

WHAT IS THE SIGNIFICANCE OF THAT?5

6

7

8

9

10

11

12

13

14

15

I am not ce rta in and I must leave  it to S ta ff to cla rify, but I be lieve  it is  anothe r cos t

es timate  in 2004 dolla rs . S ta ff engineer Ms. Ha ins  provided her own es timate  of the  cos t

of fire  hydrants  a s  pa rt of S ta ff' s  review. Mr. Cole  discusses  why this  is  much too low.

If S ta ff' s  intention is  othe r than to provide  an e s tima te , I need more  information. Is  the

cost es timate  of $2,670,602 (page  6, line  6, Iggie  direct tes timony October 29, 2007)

intended by Staff to indica te  an expense  ce iling or a  presumption of reasonableness?

Staff further characterizes  Arizona-American's  cost es timate  as  a  worst-case  scenario

(page  7, line  14, Iggie  direct te s timony, Octobe r 29, 2007). While  I be lieve  tha t Arizona -

American's  cos t e s timate  is  not the  most conserva tive  es timate , it is  de finite ly not a

worst-case  scenario, and so I must disagree  with S ta ffs  characte riza tion in this  ins tance .

Q. WHEN WOULD YOU EXPECT THE FIRST STEP OF THE FIRE-FLOW

SURCHARGE TO BE IMPLEMENTED?

16

17

18

19

20

21

22

23

24

25

A.

A. Assuming the  firs t phase  is  completed before  year-end 2009, the  Step 1 increase  in the

fire -flow surcha rge  would like ly be  imple me nte d in e a rly 2010. Re vise d Exhibit TMB- l

assumes that each of the  four major construction phases occurs on a  calendar-year basis

with each s tep increase  implemented ea rly the  next year. It is  important for the  pa rtie s  to

note  that each step increase in the surcharge will be  based on actual expenses, not

estimates . Therefore , the  firs t phase  cost es timate  of $995,763 is  mere ly an estimate .

The Step l increase  in the  surcharge  will be  based on actua l expenses which may be  more

or less  than this  estimate .
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Q- DO BOTH STAFF AND RUCO ACCEPT THE PROPOSED RATE RECOVERY

OF THE ALREADY INCURRED COSTS OF THE FIRE FLOW TASK FORCE?

Yes, both S ta ff and RUCO accepted line  6 of Arizona-American's  income s ta tement

adjus tment JMR-10.

Q- DID STAFF MISUNDERSTAND ARIZONA-AMERICAN'S RATE DESIGN FOR

THE FIRE FLOW SURCHARGE?

5

6

7

8

9

10

11

12

13

I have  not provided such a  ra te  design ye t for the  surcharge , which Sta ff labe led Fire

Flow Cos t Re cove ry Me cha nism ("FCRM") in its  dire ct te s timony. S ta ff infe rs  from the

fire -flow survey tha t I intend to propose  a  commodity-only surcha rge . Howeve r, I pre fe r

to follow the  ra te  design precedent es tablished in the  ACRM surcharge  which ass igned

50% of the  cost to the  basic se rvice  charge  and 50% to the  wate r commodity charge . I

can confirm Sta ff' s  a ssumption tha t we  do not intend to include  O&M cost increases  in

the  FCRM.

14

15

16

17

18

Q- CAN ARIZONA-AMERICAN ACCEPT STAFF'S CONDITIONS CONCERNING

THE PROCESSING OF THE FCRM STEP INCREASES?

Yes. I apprecia te  S ta ffs  commitment to review each s tep increase  applica tion within 45

days. I assumed there  would be  an earnings  tes t and we  a re , of course , willing to provide

schedules  equiva lent to the  ACRM.

VII

Q-

NEW LOW-INCOME PROGRAM

HAVE ANY OF THE PARTIES EXPRESSED SUPPORT FOR ARIZONA-

AMERICAN SUBMITTING A NEW LOW INCOME PROGRAM IN SUN CITY?

19

2 0

21

22

2 3

24

25

A.

A.

A.

A. Yes . Informa lly, the  Sun City Taxpaye rs  Associa tion expre ssed support to me . RUCO,

in its  direct tes timony, expressed enthusias tic support, a s  long as  we  meet Mr. Coley's

s ta ted crite ria  (direct tes timony page  31 , lines  1 through 9) tha t a  low-income program:

properly ta rge ts  cus tomers ,•
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•1

2

3

4

5

crea tes  mate ria l benefits  for participants ,

does  not overly burden non-participants , and

RUCO asked Arizona -American to provide  more  de ta ils . This  section of my rebutta l

te s timony is  intended to provide  more  de ta ils .

•

6

7

8

9

10

Q. WHAT IS ARIZONA-AMERICAN'S REQUEST TO THE COMMISSION

CONCERNING THIS SUN CITY LOW-INCOME PROGRAM?

I ask the Commission to authorize the low-income program co-sponsored by Ms. Cindy

Datig and me in our testimonies. Ms. Datig works for $1 Energy Fund, Inc. ($1 Energy),

a non-profit organization created to provide utilities assistance to low income households.

11

12

13

14

I a sk the  Commiss ion to approve  the  inclus ion of the  amount of anticipa ted low-income

discounts  into the  ra te  des ign in this  case , with the  unders tanding tha t Arizona-American

would re fund a t a  la te r time  any over-collection of revenues , if program enrollment is  le ss

than the  ta rget 1,000 residentia l customers.

15

16

17

18

19

Arizona-American is not requesting a pro-forma adjvestment to increase test-year

expenses for the net costs of this program indicated by Ms. Datig in her rebuttal

testimony. Rather, the actual program costs would be eligible for inclusion in the test-

year expenses in the next Sun City Water rate case. Ms. Datig estimates the on-going

annual program cost will be approximately $30,000.

20

21

22

23

24

Q- WHAT WOULD BE THE TOTAL AMOUNT OF THE PROGRAM DISCOUNT

IF 1,000 CUSTOMERS ENROLL?

A.

A. Based on the  ra te s  initia lly proposed by Arizona -American, the  tota l maximum amount of

the  discount would be  approximate ly $50,000 annua lly for 1,000 cus tomers  pa rticipa ting

yea r-round. Hence , the  discount to program-cos t ra tio is  a t bes t roughly 523. Pe rsona lly,
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1

2

3

I would like  to see  tha t improve  to 4:1 or be tte r. American Wate r is  in discuss ions  with

$1 Ene rgy, our low-income  vendor, conce rning lower, poss ibly na tionwide , pricing for

low-income  program se rvices .

4

5

6

7

8

9

10

11

Q- WOULD THE  DIS COUNT BE  OVE RLY BURDE NS OME  ON NON-

P ARTICIP ANTS ?

No. There  were  22,878 res identia l and commercia l Sun City Wate r cus tomers  in the  te s t

year (Schedule  H-2, page  1). Therefore , the  50% discount on the  basic se rvice  charge  for

1,000 res identia l customers  would cost roughly $2.29 per year (=$50,000 / (22,878-

l,000)) or $0.19 pe r month for non-pa rticipants . I recommend recove ring the  discount

through the  commodity charge  from non-participants , a s  a  further incentive  to conserve

water usage.

Q- WHAT RATE  DE S IG N DO  YO U P RO P O S E  IN O RDE R TO  FUND THE  Lo w-

INC O ME  DIS C O UNT?

12

13

14

15

16

17

18

19

A. I propose  to ra ise  the  la s t-block pricing by $0.08 pe r 1,000 ga llons  for non-participant

res identia l and a ll commercia l customers . Based on adjusted tes t year volumes, this

produces approximate ly $50,000 revenue  to make  up for the  equiva lent loss  of basic

se rvice  cha rge  revenues  for low income cus tomers  enrolled in the  low income program. I

can provide  upda ted ra te  design schedules  in my re joinder tes timony incorpora ting this

proposa l.

20

21

22

23

24

Q- IF  FEWER THAN 1 ,0 0 0  CUS TOMERS  ARE ENROLLED IN THE P ROGRAM,

HO W WO ULD YO U CALCULATE  A RE FUND FO R CO NS IDE R.ATIO N IN THE

A.

A.

NEXT RATE CAS E?

I would ca lcula te  the  s hortfa ll be low 1,000 in a ctua l e nrolle e s  for e a ch month s ta rting

with the  month following imple me nta tion of ne w ra te s  in this  ca s e  a nd a pply tha t a mount
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1

2

to the  $4.10 dis count to de te rmine  the  a mount of dis count not a ctua lly provide d. The

Commiss ion ca n de te rmine  furthe r de ta ils  of a  re fund in the  ne xt ra te  ca se .

Q. IS ARIZONA-AMERICAN WILLING TO ESTABLISH A VOLUNTARY

ADDITIONAL PAYMENT FEATURE (E.G., $1 EXTRA) ON CUSTOMER BILLS

AS IS COMMON WITH ELECTRIC UTILITIES AS AN ADDITIONAL

CONTRIBUTION TO THE LOW INCOME PROGRAM?

3

4

5

6

7

8

9

Ye s , a nd s uch contributions  would he lp fund the  dis count to e nrolle d cus tome rs .

Arizona -Ame rica n is  re vie wing the  cos t a nd e ffe ctive ne s s  of imple me nting s uch a

fe a ture .

Q. SHOULD A LOW-INCOME PROGRAM BE EXTENDED TO ARIZONA-

AMERICAN'S OTHER DISTRICTS?

10

11

12

13

14

15

16

17

18

19

20

Ye s . I e nvis ion a  low-incom e  progra m  s pa nning a ll of Arizona -Am e rica n 's  dis tric ts  with

a  s ingle  s ha re d-funding me cha nis m. Cus tome rs  in our Moha ve , Ha va s u, a nd Tuba c

dis tric ts  e s pe cia lly ne e d a  low-income  progra m, e ve n more  tha n S un City. Howe ve r,

the re  a re  proba bly too fe w non-low-income  re s ide nts  in the s e  communitie s  to fund the

low income  progra m, so l sugge s t tha t funds  would be  ge ne ra te d a nd sha re d a cros s

dis tric ts .  Iwis  inform e d by the  S un City Ta xpa ye rs  As s oc ia tion  tha t AP S ' low incom e

progra m  provide s  low-incom e  a s s is ta nce  to qua lifying re s ide nts  of S un c ity with funds

ge ne ra te d s ta te wide . It is  s imply a  re a lity tha t low-income  pe rs ons  a re  conce ntra te d in

some  communitie s  a nd not in othe rs .

21

22

23

24

VIII RATE CASE EXPENSE

Q. DO YOU HAVE AN UPDATE TO RATE CASE EXPENSE?

A.

A.

A. Ye s . Exhibit TMB-R4 dis pla ys  tota l ra te  ca s e  e xpe ns e  of $94,266. The  a nnua l

a mortiza tion of tha t e xpe nse  ove r thre e  ye a rs  is  $31,422. My upda te d e s tima te
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1

2

incorpora tes  S ta ff s  recommenda tion of $17,500 for the  fire -How survey and e limina tes

expense  for the  cost-of-equity witness .

3

4

5

6

7

8

IX

Q.

RATE DESIGN

DOES ARIZONA-AMERICAN ACCEPT STAFF'S RECOMMENDATION TO

REDUCE BREAK-OVER POINTS IN THE RATE DESIGN AS PER SCHEDULE

SPI-1.

Yes, this  is  consis tent with reductions  in break-over points  in other recent cases  and is

acceptable  as long as the rate  design produces the recommended revenue requirement.

9

10

11

12

13

1 4

Q- DO E S  AR IZO NA-AME R IC AN AC C E P T R UC O ' S  R E C O MME NDATIO N TO

G R ADUALLY S HIF T MO R E  R E VE NUE  R E C O VE R Y TO  THE  C O MMO DITY

CHARG E ?

Arizona-American requests  tha t RUCO indica te  whether it accepts  S ta ff' s  proposa l to

reduce  break-even points  and, if so, to please  update  its  ra te  design proposa l for Arizona-

American to re spond to in re joinde r te s timony.

15

16

17

18

19

20

21

22

23

24

25

IX

Q~

AC HIE VE ME NT INC E NTIVE  P AY

RUCO  RE CO MME NDS  DIS ALLO WING  3 0  P E RCE NT O F INCE NTIVE  P AY

BAS E D O N THE  P RE CE DE NT IN THE  RE CE NT P ARADIS E  VALLE Y RATE

CAS E. HOW DO YOU RES P OND?

A.

A.

A. While  I apprecia te  Mr. Coley accepting 70% of incentive  pay (which is  based on

opera tiona l pe rformance), the  Commiss ion should re ject Mr. Coley's  Opera ting Expense

Adjustment #8 conta ined in his  Schedule  TJC-8 because  the  case  precedent he  cites in the

recent Paradise  Valley ra te  case  does  not apply to Sun City Water. S ta ff did not make  a

s imila r adjus tment. Mr. Coley cite s  from tha t decis ion "...sha reholde rs  a re  the  prima ry

be ne ficia rie s  ofa dditiona l profit the  Company achieves as  a  result of meeting its

fina ncia l ta rge ts ..." (De cis ion No. 68858, pa ge  20). Howe ve r, unlike  Pa ra dise  Va lle y,
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1

2

3

4

5

6

7

8

9

10

11

12

the Sun City Water District is a former Citizens' property and Arizona-American's

adjusted test-year results reflect a net loss in this district (and as a whole for that matter).

Hence, any increase in net income attributable to employees achieving financial targets

during the test year only helped reduce overall losses in this timeframe, not create profit.

In other words, employees met financial targets established in the incentive plan for

Arizona-American by coming closer to plan, not by achieving positive net income. This

reduces our ongoing equity erosion and helps Arizona-American to achieve the shared

goal of a 40% equity ratio, Therefore, it is appropriate to reward employees for reducing

losses and helping to create a healthier utility, which clearly benefits customers.

American Water has shown remarkable restraint during this period of losses by Arizona-

American. The Commission should support an incentive plan oriented towards long-term

recovery, rather than short-tem draconian actions.

13 Q- DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE?

14 A. Ye s .
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Sun City Fire Hydrant
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Flow Improvement Project
Arizona American Water seeks your input on proposed fire hydrant flow
improvements. A summary of the responses we receive will be provided to
the Arizona Corporation Commission.

In 2004, the Arizona Corporation Commission directed Arizona American Water to form
a community Task Force in its Sun City Water District to determine if water production,
storage capacity, water lines, water pressure and fire hydrants were sufficient to provide
an adequate level of fire protection.

The Task Force included representatives from the Sun City Taxpayers Association, Recreation
Centers of Sun City, Sun City Home Owners Association, Sun City Fire Department. Town of
Youngtown, the City of Surprise Fire Department and several local resident and business
representatives. Consultants to the Task Force identified the existing fire flows as
inadequate to meet the recommendation by local fire departments. In some areas,
flows below 500 gallons per minute were identified, which is less than the recommended
International Standard of 1,500 gallons per minute for a period of two hours.

The Task Force endorsed a four-year construction plan-costing $3.1 million in 2004
dollars-which includes water main replacements and new fire hydrants. Those
neighborhoods with the lowest fire hydrant flow would be improved first under the plan,
with residential customers taking priority over commercial areas. The multi-phase
construction plan includes 44,133 feet of new water mains and 195 new fire hydrants:

Sun City:
21,492 linear feet of water mains and 78 fire hydrants

Youngstown:
21,391 linear feet of water mains and 117 fire hydrants

Peoria:

1,250 linear feet of water mains

How this affects you...

The table below provides a yearly estimate, starting in 2010,
of how the cost of improving fire hydrant flows, if approved. is
expected to impact your monthly water bill:

2010
2011
2012

i 2013 and beyond

3.5 cents per every 1,000 gallons

7.4 cents per every 1,000 gallons
NA cents per every 1,000 gallons
17.4 cents per every 1.000 gallons

The average residential customer in the Sun City water district uses 8,269 gallons of
water per month, which presently costs $13.91, Please review your current water bill to
determine your water usage. If you need further assistance, please call 1-800-383-0834 to
speak with one of our customer service representatives. If you would like more information
concerning the fire flow project details or costs, please contact Todd Walker, Community

Relations Manager, 623-B15-3112, or via email at todd.walker@amwater,com.

Arizona American Water currently has a rate case pending before the Arizona Corporation
Commission to increase water rates in its Sun City Water District and to also fund fire

hydrant flow improvements through a surcharge.

Contort your property insurance agent if you have questions about how improved fire
safety may impact your future homeowner's insurance rates.

Excerpt from Arizona Department of Insurance Website:

What affects home insurance prices?
Loca! Fire Protection: The number of fire hydrants and fire departments
and the availability of water are just some factors which determine
your area's fire protection class.

Arizona Department of lnsurance, 602-364-2499 or www.id.state.oz.us

Please Check  Cine:
CI Yes, I support improving fire hydrant

flows in Sun City Water District.

Please Check Ogre:

D

t] No, I do not support improving fire
hydrant flows.

Yes, I am willing to pay in my water bill
for the cost of improving fire hydrant
flows in Sun City Water district so long
as the Arizona Corporation Commission
finds the costs reasonable.

No, I am not willing/able to pay for the
proposed fire hydrant flaw improvements
in my water bill.

Thank you for your participation in this survey The results of this survey will be available to you,
our customer, The Arizona Corporation Commission rate case hearing is currently scheduled for
10 a.m. on January 7, 2008. If the fire hydrant flow improvement project is approved, construction
is likely to begin in 2009. Responsesmust be postmarked by December1, 2007.

Name:

Address:

Phone

Email:

LE
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Town of Paradise Valley Resolution No. 1156 re Reconsideration of Arizona
Corporation Commission Decision No. 68858

Dear Chairman Gleason:

In response to concerns raised by a number of Town of Paradise Valley residents and businesses,
and in response to requests by some of the Arizona Corporation Commissioners, the Town of
Paradise Valley adopted a resolution at its meeting last night to clarify its position on whether
Commission Decision No. 68858 should be reconsidered and what the Town believes should be
the scope of the issues if such a reconsideration were to occur. A certified copy of the
Resolution (# 1156) is attached for your review. Shave also attached a copy of the Action Report
to die Council that accompanied the Resolution that provides a little more detail as to the
reasoning behind the Council's desire to see Commission Decision No. 68858 considered.

l

r

I

I

As you can gather from the Resolution and the Action Report, the Council believes dirt the use
of surcharges (or tiered rate systems) to encourage conservation is an important goal that should
be retained in any new rate structure that may be considered by the Commission. The Council
has been advised that a modification of Decision No. 68858 from the use of a contribution in aid
of construction (CIAC) rate methodology to a more typical rate base/rate of return method can
include a tiered rate structure that incorporates many of the same conservation incentives as the
surcharges implemented in Decision No. 68858. Although the rate base/rate of return model may
lower the current water bills of all users in the Arizona American Water Company's (the
"Company") Paradise Valley Water District ("District") and allow for some return by the
Company, it will continue a conservation incentive that will last longer than would be the case
with the CIAC method.

I

I One matter that the Council also found important to note is that the use of the rate base/rate of
return method will permit the foe flow improvements to be built sooner and thus promote the
public safety and welfare for the residents in the District. Should the Commission re-open
DecisionNo. 68858, I have also been `mstructed to tile a Motion to Intervene so Mat the Town's
position on any rate model considered during the re-opened case can be further clarified as may
be needed.

I

i

Re:



Chairman Gleason
September 28, 2007
Page 2

Additionally, the Town's Water Committee will be worldng with the Company to develop
incentives for Town properties that become part of a water conservation landscape conversion
program. The Town would like tO explore such a program for future rate cases, but believes that
it is a plan that needs more discussion and planning than is feasible under what it believes should
be the limited scope of the reconsideration requested in the Resolution.

Thank you in advance for your interest in the Town's input into the reconsideration of Decision
No. 68858 I

Sincerely,
- .

Andrew M. Miller
Town Attorney
AMM/dlw
cc l

Commissioner Gary P ierce
Commiss ione r Willia m A. Munde ll
Commissioner Hatch~Mille r
Commissione r Kris tin Mayes
Tom Maxtinsen, Town Manager
Docke t Control
De a n Mille r



When recorded, return to :

a
Paradise Valley Town Attorney
6401 East Lincoln Drive
Paradise Valley, Arizona 85253

RESOLUTION no . 1156
A RES OLUTION OF THE TOWN COUNCIL OF THE TOWN OF

P ARADIS E VALLEY REQUES TING THE ARIZONA
CORP ORATION COMMIS S ION TO RE-OP EN DECIS ION no . 68858
ARIZONA AMERICAN WATER COMP ANY, P ARADIS E VALLEY

WATER DISTRICT, DOCKET nos . W-01303A-05-0405 AND W-01303A-05-0910
PURSUANT TO ARIZONA REVISED STATUTE §40-252.

BE IT RESOLVED:

WHEREAS, on July 28, 2006, the Arizona Corporation Commission ("ACC")

issued Decision No. 68858 'm the Matter of the Application of Arizona American Water

Company, an Arizona Corporation, For a Determination of the Current Fair Value of Its

Utility Plant and Property, and For Increases ire Its Rates and Charges Based Thereon for

Utility Service by Its Paradise Valley Water District;

WHEREAS, pursuant to Decision No. 68858, the ACC authorized the Arizona

American Water Company ("Company") to recover the construction costs associated

with fire flow improvements ("FFI") via a Public Safety Fire Flow Surcharge and a High

Block Usage Surcharge (collectively the "Surcharges"), with such amounts to be

accounted for as Contributions in Aid of Construction ("ClAC").

WHEREAS, the Town of Paradise Valley ("Town") believes that the FFI are

vitally important to the public welfare and safety of Town residents and could be

constructed more expeditiously if a typical rate base/rate of return model were used

instead of using a CIAC method;

f
l

I
I

i

I
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WHEREAS, the Town believes that one of the ACC's gods in implementing the

Surcharges was to encourage water conservation by making the high volume users pay

proportionately more for higher monthly water usage amounts,

WHEREAS, the Town agrees that conservation of water resources is desirable

and that the use of Surcharges to encourage conservation should be maintained;

WHEREAS, the Town is concerned that recovery of the costs of the FFI via the

Surcharges has had the unintended consequence of causing a dramatic rate increase for

some residential and commercial customers,

WHEREAS, the Town believes that a modification of Decision No. 68858 for the

limited purpose of changing to a typical rate-base/rate of return model instead of a CIAC

model and retaining the Surcharges with only a reduction in their amounts based on the

use of a rate-base/rate of return model, will not only provide for more expeditious

construction of the FFI public safety improvements but will also continue to encourage

conservation, including conservation by future customers of the Company;

WHEREAS, the Town Council of Paradise Valley deems it necessary and in the

Ben interest of the residents and businesses of the Town of Paradise Valley to request

that the ACC re-open Decision No.68858 pursuant to A.R.S. §40-252 on a limited basis

to review and revise the rnechanismfor recovery of costs associated with the necessary

.
I

foe flow upgrades 'm rates.

IT IS THEREFORE RESOLVED THAT the Town of Paradise Valley

respectfully requests the ACC to re-open Decision No. 68858 for the limited purpose of

reviewing whether a more typical rate-base/rate of return rate model will further the

beneficial goals of expeditiously providing needed fire flow improvements, encouraging

O0\esolutions\2007\1156.doc



water conservation, and fairly distributing the costs of such improvements among the

current and future Paradise Valley Water District customers.

PASSED AND ADOPTED by the Town Council this 27th day of September,

2007. .
_-_ 9.3

' . <"<i'
Ed Winkler, Mayor

.\'»-* Sr' '

ATTES T:

Duncan Miller own Clerk

. l

APPROVED AS TO FORM

Andrew M. Miller, Town Attorney

CERTIFICATION

I, Duncan Miller, Town Clerk hereby certify that the foregoing is a full, true and
correct copy of Resolution Number 1156 duly and regularly passed and adopted by vote of
the Town Council of Paradise Valley at a meeting thereof Audy called and held on the 27th
day of September 2007. That said Resolution appears in the minutes of said meeting, and
that the same has not been rescinded or modified and is now in full force and effect."

I further certify that said municipal corporation is duly organized and existing, and
has the power to take the action called for by the foregoing Resolution.

<<,0"'N Op D4vv-¢IVw
Duncan Mille Town Clerk

1

4
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TO:
FROM:
SUBJECT:

DATE :

Mayor and Town Council
Andrew M. Miller, Town Attorney
Resolution No. 1156 Requesting the Arizona Corporation Commission to Re-
Open Decision No. 68858
September 27, 2007

RECOMMEND])ATION:

I I

It is recommended that the Town Council adopt Resolution No. 1156 requesting that the Arizona
Co ration Commission Reopen Decision No, 68858.

v

\ TOWN OF PARADISE VALLEY
TOWN COUNCIL ACTION REPORT

DIS CUS S ION:

The Town of Paradise Valley (Town) Water Committee, over the course of many meetings, had
encouraged the Arizona American Water Company (Arizona American) to make Fire Flow .
Improvements (FFI) in its Paradise Valley Water District (District). Arizona American met with
user groups in the District and subsequently requested a rate increase request to the Arizona
Corporation Commission (ACC) in 2005-2006, at that time known as Docket No. W-01303A-505-
0405 (the "Rate Case"). The ACC staff requested that the Town 51e an amicus brief in the Rate
Case addressing issues related to the Gift Clause in the Arizona Constitution and other matters; and
the Town subsequently approved Resolution Number 1125 authorizing the Town Attorney to tile
such a brief

On July 28, 2006, the ACC issued Decision No. 68858 in the Rate Case matter, in which the ACC
authorized Arizona American to recover the construction costs associated with FFI via a Public
Safety Fire Flow Surcharge and a High Block Usage Surcharge (collectively the "Surcharges"), with
such amounts to be accounted for as Contnlbutions in Aid of Construction (CIAC). The Town was
not aware that the CIAC model was being recommended as the method of paying for the FFI, nor
that the use of the CIAC model would lengthen the amount of dine over which the FFI would be
constructed.

Because the construction of the FFI are vitally important to the safety of Town residents and could
be constructed more expeditiously if a typical late base/rate of return model were used in the Rate
Case instead of using a CIAC method, the Town should request that the ACC reopen the Rate Case
for the limited purpose of amending Decision No. 68858, so that a typical rate-base/rate of return
model be instituted instead of a CIAC model. Using such a model would provide for more
expeditious construction of the FFI while still retaining the conservation goals that were part of the
reason for utilizing the Surcharges in Decision No. 68858.

J

f1

The Town desires to encourage conservation, including conservation by future customers of the
Company. However, Me Town has received a number of complaints from both residential and
commercial customers in the PV District that recovery of Me costs of the FFI via the Surcharges has
had the unintended consequence of causing an unpredicted dramatic rate increase for some
residential and commercial customers. Many of the complainants have suggested that the
Surcharges should be spread out over time so that Nature High Block Users (meaning those who have
projects in the planning stages at this time) would be subject to the Surcharges and have the same
conservation incentive as current High Block Users. ,
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FISCAL IMPACT
None.

COMMUNITYHVIPACT:
Fire Flow Improvements in Arizona Alnerican's PV District may be built sooner.

4 r

Www M)
Thomas M. Martiusen, Town Manager

L.
Andrew M. MMes,Town Attorney

Attachment: Resolution No. 1156

I

•

It would appear that a modification of Decision No. 68858 for the limited purpose of changing to a
typical rate-base/rate of return model instead of a CIAC model would retain (and expand over a
longer time period) the conservation goal of the Surcharges and provide for more timely construction
of the FFI. Resolution No. 1156 requests that the ACC make this limited change to Decision No.
68858 and determine whether it will further the mutually beneficial goals noted above. It is
respectfully recommended that the Town Council adopt Resolution No. 1156.

N:\ActionRepon.s\Y2007\AZ Corp Commission Reopening Resolution 92707.doc
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SUN CITY DISTRICT FIRE FLOW IMPROVEMENTS REVISED EXHBIT TMB-1
PHASING AS PER DIRECT TESTIMONY OF BRIAN K. BIESEMEYER Page 1 of 1

TRANSLATION OF 2004 CAPITAL DOLLARS TO YEAR PROJECT IS CONSTRUCTED:
10% ANNUAL INFLATION IN 2005 AND 2006 AND 6% ANNUAL INFLATION THEREAFTER

YEAR 0 AND 1:
FUTURE $'S

$995,763

YEAR 2

YEAR 3

2009

2010

2011

2012

INFLATION
1.44112936

1527597122

1.619252949

1.716408126YEAR 4

TOTAL

2004 $'S
$690,960

$699,568

$702,934

$986,640

$3,080,102

$1,068,658

$1,138,228

$1 ,693,477

$4,896,126

FORECASTED REVENUE REQUIREMENT USING FUTURE $'S:

2009 2010 2011 2012
ORIGINAL COST RATE BASE
DEPRECIATION RATE
DEPRECIATION EXPENSE
DEPRECIATION EXPENSE NET OF TAX
RATE OF RETURN
REQUIRED OPERATING INCOME
OPERATING INCOME DEFICIENCY
GROSS REVENUE CONVERSION
REVENUE DEFICIENCY

$995,763
3.33%

$33,159
$20,360

0.0798
$79,462
$99,821

1.6286

$1,068,658
3.33%

$35,586
$21 ,850

0.0798
$85,279

$107,129
1.6286

$1,138,228
3.33%

$37,903
$23,272

0.0798
$90,831

$114,103
1 .6286

$1,693,477
3.33%

$56,393
$34,625

0.0798
$135,139
$169,765

1.6286

ACCUMULATED REVENUE DEFICIENCY
TEST YEAR CONSUMPTION SCHEDULE E-7

$162,569
$162,569

4,688,598

$174,470
$337,039

4,688,598

$185,828
$522,868

4,688,598

$276,479
$799,346

4,688,598

ADJUSTED TEST YEAR EXISTING REVENUES $7,688,479 $7,688,479 $7,688,479 $7,688,479

2010 2011 2012
2.4%

2013
3.6%FORECAST OF INCREASE IN PUBLIC SAFETY S

RE V E NUE PER 1000 GALLONS

2.1% 2.3%

$ 0.0347 $0_0719 $0.1115 $0.1705
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PROMIS SORY NOTE
FOR LONG-TERM BORROWINGS
6.593% Maturity - October 15, 2037

$16,450,000 October 22, 2007

FOR VALUE RECEW ED, Arizona-American Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 1025 Laurel Oadc
Road, Voorhees, NJ 08043 or such other place as Lender may from time to time designate, the
principal sum of Sixteen Million Four Hundred Fifty Thousand dollars ($16,450,000),
together with interest thereon from the date hereof until paid in full. Interest shall be charged on
the unpaid outstanding principal balance hereof at a rate per annum equal to the rate paid and to
be paid by Lender with respect to the borrowings it made in order to provide funds to Borrower
hereunder. Interest on borrowings shall be due and payable in immediately available funds on
the same business day on which the Lender must pay interest on the borrowings it made in order
to provide funds to the Borrower hereunder. The principal amount hereof shall be due and
payable hereunder at such times and in such amounts and in such installments hereunder as the
Lender must pay with respect to the borrowings it made in order to prov ide funds to the
Borrower hereunder. Lender has prov ided Borrower with a copy of  the documentation
evidencing the borrowings made by Lender in order to provide funds to Borrower hereunder. In
the absence of manifest error, such documentation and the records maintained by Lender of the
amount and term, if any, of borrowings hereunder shall be deemed conclusive.

The occurrence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall  fai l  to make any payment of  principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days after the same shall become due and payable, whether at maturity or by
acceleration or otherwise,

(b) Borrower shal l  apply for or consent to the appointment of  a
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage of any bankruptcy,
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition tiled against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its properly, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days.

B~l



Upon the occurrence of any event of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender
herermder shall, at the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies available to
Lender by law, equity, statute or otherwise.

Borrower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law,
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or
hereafter in effect.

Following the occurrence of any event of default, Borrower will pay upon
demand all costs and expenses (including all amounts paid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or Powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in Ml. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law.

If for any rea son one  or more  of the  provis ions  of this  Note  or the ir applica tion to
any entity or circumstances  sha ll be  he ld to be  inva lid, illega l or unenforceable  in any re spect or
to any extent, such provis ions  sha ll neve rthe le ss  rema in va lid, lega l and enforceable  in a ll such
othe r re s pe cts  a nd to s uch e xte nt a s  ma y be  pe rmis s ible . In  a ddition, a ny s uch inva lidity,
illega lity or unenforceability sha ll not a ffect any othe r provis ions  of this  Note , but this  Note  sha ll
be  cons true d a s  if such inva lid, ille ga l or une nforce a ble  provis ion ha d ne ve r be e n conta ine d
he re in.

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower"
whenever occurring herein shall be deemed and construed to include such respective successors
and assigns.

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a statement of additional rights and obligations of Lender and Borrower.

B-2



IN WITNES S  WHEREOF, Borrowe r ha s  e xe cute d this  P romissory Note  the  da y
and yea r flrs t written above .

Arizona-American Water Company

By: _
Chris top e r Buls
VP  of Finance

B~3
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SUN CITY WATER
CASE no. W-01303A-07-0209

EXHIBIT TMB-R4

RATE CASE EXPENSE UPDATE

Rate Case Expense:

Actual
through
9/24/2007

Additional
Expense

Total
Estimated
Expense

External Counsel $8,550.00 $40,790.00 $49,340.00

Dollar Energy Fund
Low Income Program Testimony, External V\htness $1 ,650.00 $10,000.00 $11 ,650.00

Copying Services, Public Meetings, Notices, Surveys

$2,000.00$1 ,392.07
$33.03

$170.00
$1 ,367.34

$24.78
$8,298.72

$25.00

Fedex Kinko's
Arizona Republic Classified
Mesa Tribune
Office Max
Moody's Quick Delivery
Direct Impact (Postage, Copying Notice)
Additional Fire Flow & Ratemaking Survey
Public Participation Meetings
Miscellaneous Other

$0.00
$464.73

$17,500.00
$2,000.00

$3,392.07
$33.03

$170.00
$1 ,367.34

$49.78
$8,298.72

$17,500.00
$2,000.00

$464.73

TOTAL $21 ,950.67 $72,315.00 $94,265.67
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Rate Base Adjusted Operating
Income

Arizona -Ame rica n Wa te r
Dire ct

$25,961,898 $693,411

S ta ff Dire ct $25,306,214 $752,577
RUCO Dire ct $25,340,359 ($55,524)
Arizona -Ame rica n Wa te r
Re butta l

524,960,997 $702,920

Docke t No. W-01303A-07-0209
Arizona -American Wate r Company
Re butta l Te s timony of Linda  J . Gutowski
P a ge  iii

E XE C UTIVE  S UMMAR Y

In he r rebutta l te s timony Linda  J . Gutowski te s tifie s  a s  follows :

Ms. Gutowski generally addresses Staff" s and RUCO's adjustments to rate base and operating
expense.

1

2
3
4
5
6
7
8
9

10

The parties ' ra te  base  positions and adjusted opera ting income positions are  summarized in the
following ta ble :

Arizona-American accepts  S ta ff' s  Ra te  Base  Adjus tments  Nos . 1 through 5 to utility plant.
Arizona -American disagrees  with S ta ff Adjus tment No. 6 - reducing accumula ted deprecia tion
by $446,136.

Staff' s  method of computing accumula ted deprecia tion is  inappropria te .

Arizona -American accepts  the  portion of RUCO's  adjus tment No. 1 tha t is  cons is tent with
Sta ff' s  adjus tments  Nos . 1 through 3 and RUCO's  adjus tment No. 3. Arizona-American re jects
the  remainder of RUCO adjustments  No. 1 and No. 4. RUCO le ft adj vestment No. 2
"intentiona lly blank" so Arizona -American has  no comment to adjus tment No. 2 a t this  time .

RUCO increased opera ting revenue by $1 ,844 for a  customer-annualiza tion adjustment.
Arizona-American did not make a  customer-annualization adj vestment because  Sun City
e xpe rie nce s  virtua lly no growth. Howe ve r, if the  Commiss ion be lie ve s  Arizona -Ame rica n
should have  made  a  customer-annua liza tion adjustment, Ir must a lso a llow Arizona-American to
recover additional expenses a ttributable  to sewing these  annualized customers.

RUCO disa llowed the  promotions  during the  tes t year for four employees  resulting in a  decrease
in expense  of $1,047. There  is  no reason not to use  the  hourly ra tes  a t the  end of the  test year for
these  four employees, because  the  sa lary increase  occurred during the  test year. RUCO's
downward adjustment to labor expense  a lso reduced group insurance  by $7, miscellaneous
expense  for 401k by $41, and genera l taxes  for payroll taxes  by $105 for a  tota l additiona l
decrease  in expenses of $153. These  are  a lso inappropria te .

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

RUCO removed the  Easte rn Divis ion Alloca ted Labor Expenses  because  it mis takenly be lieves
tha t the  Easte rn Divis ion was abolished. RUCO a lso incorrectly reduced the  associa ted group
insurance by $1,010, pensions by $105, miscellaneous expense for 401k expense by $58, and
genera l taxes  for payroll taxes  by $247 for an additiona l adjustment by $1,420.

RUCO also inappropria te ly reduced adjusted fuel-and-power expense , based on the  erroneous
be lie f tha t the  Easte rn Divis ion had been abolished.
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Based on the  e rroneous be lie f tha t the  Easte r Divis ion had been abolished RUCO a lso increased
Insurance  Other by $634, increased Customer Accounting by $12, decreased Rent Expense  by
$12, decreased General Office  Expense  by $5,496, decreased Miscellaneous by $3,548,
decreased Maintenance Expense by $298, and decreased Deprecia tion and Amortization Expense
by $770.

RUCO a lso disa llowed $334, the  amount Arizona-American pa id for a  la te -payment fee  on an
e le ctric bill. Arizona -Ame rica n a cce pts  this  a djus tme nt.

RUCO a lso removes the  entire  amount of the  waste -disposa l expense  of $4,270. Arizona-
American accepts  this  adjustment.

RUCO reduced Arizona-American's  Management Fees  by $32,230. The  amount cons titutes
30% of the  AlP  award a lloca ted to the  Sun City Wate r Dis trict, which represents  the  amount of
bonus  re la ted to Arizona -American's  financia l pe rformance . Arizona -American does  not accept
this  adjus tment, a s  discussed in Mr. Broderick's  rebutta l te s timony.

Arizona-American does  not accept S ta ff' s  reduction of $25,508 in regula tory expense . Arizona-
American a lready voluntarily reduced Rate  Case  Expense  from $150,000 to $94,266 as  shown in
Mr. Broderick's  Rebutta l Exhibit TMB-R4, and the re fore  reduced the  proposed three -yea r
amortiza tion from $50,000 to $31,422. Arizona-American s tands  by its  revised Ra te  Case
Expense  of a  three-year amortiza tion of $94,266, or an annualized cost of $31,422.

Arizona-American accepts  RUCO's  adjus tment No. 9 - the  reduction of $18,578 in ra te -case
expense . Although RUCO's  reasons  were  diffe rent than Arizona-American's , the  end re sult is
the same amount of rate case expense.

Arizona-American does  not accept any of RUCO's  proposed additiona l disa llowances  for
misce llaneous  expense . Arizona-American has  volunta rily reduced its  misce llaneous  expense
line  item by $10,646. We removed expenses  for charitie s , dona tions , United Way support,
community re la tions , se rvice  awards , e tc. Arizona -American cannot accept RUCO's  Adjus tment
No. 7 to furthe r remove  a ll mea ls  we  provide  employees  who work in the  fie ld when they a re
ca lled out for overtime  work, mea ls  for tra ining, mea ls  for group mee tings , mea ls  for employees
who ha ve  to tra ve l for work, e tc. Furthe r, it's  s imply ina ppropria te  for RUCO to disa llow me a l
expenditures  for employees  who a re  required to trave l for work reasons . Most companies  and a ll
government employees  a re  entitled to mea l a llowances  when trave ling for work.

Although Arizona-American had the  same plant reductions  as  S ta ff, our annua l deprecia tion
expense  reduction is  $25,560. The  main diffe rence  in annual deprecia tion expense  be tween Staff
and Arizona -American is  in gene ra l plant. Arizona -American's  schedule  re flects  more
accura te ly the  la test approved deprecia tion ra tes  from the  Commission, based on the  splits
among the  Divis ions  and Dis tricts .

Arizona-American does  not accept RUCO's  adjus tment to deprecia tion expense . The  diffe rence
be tween Arizona-American and RUCO is  ($l2,265), and the  Maj ra rity of the  diffe rence  can be
a ttributed to RUCO's  double -a lloca tion of the  amortiza tion of the  Y2K cos ts .

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Arizona-American re j ea ts  RUCO's  disa llowance  of the  Eas te rn Divis ion UPIS  which leads  to a
reduction in deprecia tion expense  of ($919).
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In account 307000, RUCO did not include  its  Ra te  Base  adjus tment No. 3 which reduces  its  plant
ba lance  by an additiona l ($l9,085) and would further reduce  its  deprecia tion expense  by an
additiona l ($481).

RUCO's  Schedule  TJC-15 has  a  s trange  diffe rence  be tween column (A) and column (C) with no
adjustment in column (B) for accounts  341100 and 346300 -.- one  a  reduction of (3399) in plant
and one  an increase  of $399 in plant with no support. This  resulted in a  decrease  in deprecia tion
expense  of ($l00) and an increase  in deprecia tion expense  of $20, both of which a re  wrong.

Fina lly, it would appear RUCO reduced deprecia tion expense  for the  amortiza tion of the
Youngtown Plant twice , once  on line  62 of Schedule  TJC-15 and aga in 7 lines  la te r on the  same
schedule .

The  difference  in genera l tax expense  be tween Arizona-American and Staff is  caused by the
ca lcula tion of property taxes . S ta ff does  its  property tax ca lcula tion in two parts , Present Ra te
pro forma and Proposed Rate  pro forma.

1
2
3
4
5
6
7
8
9

1 0

1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4

RUCO still supports  its  old s tandby ca lcula tion for property-tax expense , which has  been
regula rly re jected by the  Commiss ion.

Arizona-American is  requesting an increase  in transmiss ion and dis tribution maintenance
expense  in this  phase  of the  case . During the  tes t year Arizona  American deferred $122,498 of
new tank pa inting expenses . Arizona-American is  reques ting a  three -yea r amortiza tion pe riod
for the  recovery of these  deferred charges which results  in annual expense of $40,833 .



Rate Base
Arizona -Ame rica n Wa te r Dire ct $25,961,898
Staff Direct $25,306,214
RUCO Direct $25,340,359
Arizona -American Wate r Rebutta l $24,960,997
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1 I

2

3

4

5

Q.

INTR O DUC TIO N AND Q UALIF IC ATIO NS

P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMB E R .

My name is  Linda  J . Gutowski. My business  address  is  19820 N. 7th S tree t, Suite  201,

Phoenix, Arizona  85024, and my business  phone  is  623-445-2496.

ARE  YO U THE  S AME  LINDA J .  G UTO WS KI WHO  P RE VIO US LY

S UBMITTE D TE S TIMO NY IN THIS  CAS E ?

6

7

8 Ye s .

I I P URP OS E OF TES TIMONY

WHAT IS  THE P URP OS E OF YOUR TES TIMONY IN THIS  CAS E?

9

10

11

Q-

Please refer to the Executive Summary, which precedes my rebuttal testimony.

12

13

In addition, I sponsor Exhibit LJG - R1 which comprise the rebuttal Schedules A-l , B-2,

C-2 and D-1 for Sun City Water District.

1 4

1 5

1 6

1 7

III RATE BASE

PLEASE SUMMARIZE THE PARTIES' RECOMMENDATIONS CONCERNING

RATE BASE IN THIS CASE?

The parties' rate base positions are summarized in the following table :

18

19

2 0

Q- DO YOU ACCEP T S TAFF'S  RATE BAS E ADJ US TMENTS ?

A.

A.

A.

Q.

A.

A.

Arizona-American accepts  S ta ff's  Ra te  Base  Adjus tments  Nos . 1 through 5 to Utility

P lant. Arizona -American disagree s  with S ta ff Adjus tment No. 6 - reducing accumula ted
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1

2

deprecia tion by $446,136. S ta ffs  me thod of computing Accumula ted Deprecia tion is

inappropria te .

Q- WHY IS  S TAF F ' S  ME THO D O F  C O MP UTING  AC C UMULATE D

DE P RE CIATIO N INAP P RO P RIATE ?

3

4

5

6

7

8

9

10

11

12

13

When the  Commiss ion orders some plant to be  disa llowed, then it is  removed as  of the

and accumula ted deprecia tion will be  recomputed from tha t point in

time . The  Decis ion in the  la s t Sun City Wate r case  was  da ted July, 2004. Tha t is  when

the  Commission ordered tha t certa in items of plant be  removed as  not used and useful.

Therefore , the  plant items should have  been removed as of July 2004, and accumulated

deprecia tion would be  recomputed as  of then, not as  of December 2001, the  end of the

tes t yea r in the  case . Arizona-American's  computa tion of the  decrease  to Accumula ted

Deprecia tion due  to S ta ff' s  Ra te  Base  Adjus tments  Nos . l through 5 to Utility P lant is

($l00,9l8) which is  a  diffe re nce  from S ta ffs  computa tion by ($345,218).

date of the order,

Q. DO YOU ACCEP T RUCO'S  RATE BAS E ADJ US TMENT?14

15

16

17

18

19

A. Arizona-American accepts  the  portion of RUCO's  adjus tment No. 1 tha t is  cons is tent

with S ta ff s  adjus tments  Nos . 1 through 3 and RUCO's  adjus tment No. 3. Arizona -

American re jects  the  rema inde r of RUCO adjus tments  No. 1 and No. 4. RUCO le ft

adjus tment No. 2 "intentiona lly blank" so Arizona -American has  no comment to

adjus tment No. 2 a t this  time .

20

21

22

23

Q- P LEAS E EXP LAIN RUCO'S  RATE BAS E ADJ US TMENT n o . 1 .

A.

A. RUCO's  Ra te  Base  Adjus tment No. 1 includes  four separa te  and dis tinct "adjus tments".

Arizona -American accepts  the  firs t "adjus tment" because  it is  cons is tent with S ta ff

Adjus tments  Nos . 1 through 3.
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1

2

3

4

5

Arizona-American does  not accept the  amount in the  second "adjus tment". The  second

"adjus tment" removes  $228,968 in P lant account 303300 without removing the  credits  of

($80,838) in the  same account. Had RUCO removed the  credits , the  ne t amount of the

adjustment should be  ($148,l30), the  amount identica l to Sta ff" s  Rate  Base  Adjustment

No. 4.

Arizona-American does  not accept the  amount in the  third "adjus tment" for two reasons .

Firs t, RUCO inappropria te ly a lloca ted the  office  renova tion cos t by us ing the  ave rage  of

the  four factors  (15.269%). The  cost of office  renova tion is  recorded as  an increase  in

common plant. When a lloca ting common plant to an opera ting dis trict's  ra te  base , the

appropria te  four-factor a lloca tion is  percentage  of metered customers , 13.204% ra ther

than an average  of the  four-factors , When applying the  correct a lloca tion ra tio, the

adjus tment should be  ($187,155). This  amount is  identica l to S ta ff Ra te  Base  Adjus tment

No. 5. Second, the  office  renova tion cos t is  only $220,883, not the  whole  $220,892 in the

6

7

8

9

10

11

12

13

14 account.

15

16

17

18

19

20

21

22

Arizona -American re jects  the  fourth "adjus tment". Arizona -American crea te s

"divis ions" for ope ra ting purpose s  only. Which "divis ion" a  pa rticula r pla nt is  loca te d in

is  irre levant for ra te -base  a lloca tion purposes , because  a ll plant in Arizona-American's

opera ting "divis ions" is  be ing trea ted as  corpora te  plant, and a lloca ted to each dis trict's

ra te  ba se  us ing the  four-factor a lloca tion. RUCO's  disa llowance  of Eas te rn Divis ion's

Plant is  based on the  a rgument tha t the  Eastern Divis ion plant was moved from Eastern

Divis ion to the  Mohave  bus iness  unit a le r the  le s t ye a r. This  is  a lso incons is tent with

RUCO's oft-s ta ted arguments  aga inst post-test-year adjustments .

23

24

25

Q, R UC O  ADDE D AN UNR E C O NC ILE D AMO UNT B AC K TO  UTILITY P LANT

IN MR. COLEY'S  TES TIMONY, P AGE 1 2 ,  LINE 1 0 .  DO YOU ACCEP T THIS

ADDITIO N?



Docke t No. W-01303A-07-0209
Arizona -American Wa te r Company
Re butta l Te s timony of Linda  J . Gutowski
Page 4 of 17

1

2

3

Arizona -Ame rica n ca nnot a cce pt this  a ddition e ve n though it ha s  the  e ffe ct of incre a s ing

S un City Wa te r Dis tric t's  ra te  ba s e . Arizona -Am e rica n ha s  no ide a  how to a ccount for

this  a ddition unde r a ny a cce pta ble  a ccounting principle s .

4 Q- WHY DO YOU DIS AGREE WITH RUCO RATE BAS E ADJ US TMENT NO. 4 ?

5

6

7

8

9

10

11

12

RUCO adjus tment No. 4 increase s  Arizona -American's  working capita l by $35,222.

Arizona -American did not reques t an a llowance  for ca sh working capita l in its

applica tion for seve ra l reasons . To properly ca lcula te  cash working capita l, a

comprehensive  lead/lag s tudy is  required. The  time  and expense  associa ted with

pe rforming a  comprehens ive  lead/lag s tudy was  a  s ignificant factor in Arizona-

American's  decis ion to forego reques ting an a llowance  for cash working capita l.

Workforce  limita tions  we re  anothe r factor. Fina lly, I am not aware  of any requirement

for a  ca sh working-capita l ca lcula tion.

13

14

15

16

17

18

19

20

2 1

22

23

Ove ra ll, the  cos t of a  comple te  s tudy outwe ighe d a ny be ne fit. A le a d/la g s tudy is  a

sophis tica te d a na lys is  of the  ca sh flows  of a n orga niza tion a nd the  re ve nue  la g a lone

re quire s  a  de te rmina tion of the  s e rvice  pe riod for e a ch billing cycle  a s  we ll a s  the  a ve ra ge

le ngth of tim e  ove r which s e rvice  is  provide d within the  billing cycle s . In the  ca s e  of

e xpe nse s , typica lly e ve ry invoice  is  a na lyze d for the  pa yme nt la gs  from the  time  tha t the

product is  re ce ive d until pa yme nt is  re nde re d. Mr. Cole y did not pe rform the s e  de ta ile d

a na lys e s . Ra the r, he  jus t us e d the  a na lys is  a pprove d by the  Commis s ion in Arizona -

Ame rica n's  re ce nt Moha ve  ra te  ca s e  (Docke t No. WS -01303-06-0014) in this  ca s e ,

be ca use , a ccording to Mr. Cole y, 15 of the  17 e xpe nse  ca te gorie s  "should ha ve  ve ry

m inim a l to  no va ria nce  a c ros s  AZ-AM dis tric ts  in  Arizona ".  RUCO provide s  no

e vide nce  or s tudy to s upport Mr. Cole y's  a s s umption.

24

A.

A.

The  Commiss ion should re ject RUCO's  haphazard methodology.
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Q-

OPERATING REVENUES

DID ANY PARTY MAKE ANY ADJUSTMENTS TO ARIZONA-AMERICAN'S

OPERATING REVENUE?

Ye s . RUCO incre a s e d ope ra ting re ve nue  by $1 ,844 for a  cus tome r-a nnua liza tion

adj vestment.

6

7

8

9

10

11

12

13

Q- DO  YO U AG RE E  WITH RUCO ' S  ADJ US TME NT TO  RE VE NUE ?

No. Arizona-American did not make  a  customer-annualiza tion adj vestment because  Sun

City expe riences  virtua lly no growth. The  Sun City Wa te r Dis trict added 30 new

customers  in 2006 and 9 cus tomers  from Jan. 2007 to August 2007. Arizona-American

does  not see  the  need to annua lize  such a  small increase  in a  built-out dis trict. However,

if the  Commiss ion be lieves  Arizona-American should have  made  a  cus tomer-

annua liza tion adjus tment, it mus t a lso a llow Arizona -American to recove r additiona l

expenses a ttributable  to serving these  annualized customers.

14

15

16

17

18

19

Q. HO W MUC H ADDITIO NAL E XP E NS E S  AR E  ATTR IB UTAB LE  TO  THE

C US TO ME R  ANNUALIZATIO N ADJ US TME NT?

Arizona-American estimates that the  customer-annualization adj vestment increases the

opera ting expenses  by $2,649. The  amounts  include  an additiona l $2,041 in fue l and

power expenses , $93 for transmission and dis tribution costs , $135 for customer-

accounting expense and $80 for postage expense.

20

21

22

23

24

25

Q, Ho w DID YO U C ALC ULATE  THE  F O UR  O P E R ATING  E XP E NS E

INCRE AS E S  AS S O CIATE D WITH ANNUALIZE D CUS TO ME RS ?

A.

A.

A.

A. The  a ve ra ge  cos t for fue l a nd powe r pe r 1,000-ga llons  s old is  $0.244. This  figure  is

ca lcula te d by dividing $1 ,573,296 spe nt on fue l a nd powe r during the  te s t ye a r by

6,440,256 thous a nd ga llons  s old during the  te s t ye a r. (S che dule  H-2, line  44) The

a ve ra ge  a nnua l usa ge  for a  cus tome r in S un City is  278.87 thousa nd ga llons . (S che dule
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3

4

H-2, line  33) For a n a dditiona l 30 cus tome rs , Arizona -Ame rica n will ne e d to provide

8,366 additiona l thousand ga llons  (30 times  278.87 = 8,366) per year. At $0.244 per

thousand ga llons , Arizona-American would incur an additiona l $2,041 in fue l and power

charges to serve these customers.

5

6

7

8

9

1 0

1 1

Second, Arizona-American will need to add $93 in additiona l transmiss ion and

dis tribution ("T&D") cos ts  to se rve  the se  additiona l cus tomers . The  te s t-yea r T&D cos ts

were  $304,976 less  $2,972 for fue l accounted for above , or $302,004 non-fue l T&D tes t-

yea r expenses . Dividing $302,004 T&D cost by 6,440,256 thousand ga llons  sold in the

test year results  in an average  cost of $0.047 per thousand ga llons sold. Therefore ,

multiplying $0.047 by 8,366 additiona l thousand ga llons  sold re sults  in $393 in additiona l

T&D expense .

1 2

13

1 4

Third, test-year postage expense was $61 ,965 for 23,094 customers (Schedule H-2, line

44). That is an average cost per customer of $2.68 annually. For 30 additional

customers, one would have to add $80 ($2.68 times 30) for additional postage expense.

15

16

17

Fourth, test-year customer accounting expense , less postage, was $l03,913, an average

cost per customer of $4.50. For 30 additiona l customers , one  would have  to add $135

($4.50 times 30) for additiona l customer accounting expense .

18

19

20

21

22

23

24

V

Q.

OPERATING EXPENSES

PLEASE SUMMARIZE ARIZONA-AMERICAN'S  TEST YEAR EXPENSE

WITH PRO FORMA EXPENSES AND CORRESPONDING ADJ USTMENTS

MADE BY OTHER PARTIES?

A. The  table  be low shows Arizona-American's  te s t-year expenses  with pro-forma expenses,

before  any increase  in revenue, and indicates the  other parties ' opera ting expense

adj vestment number and amount:



O&M Exp
Description

CoTY
Adjusted s

S ta ff Ad j. No . Staff Adj.
(S)

RUCK Adj. No. RUCO Adj.
($)

La bor $1,137,093 op Adj. #1
op Adj. #2

($1,047)
(82,475)

Fue l &
Power

$1,573,296 op Adj. #3
Op Adj. #4

(33 266)
($ 334)

Chemica ls $ 49,041
Waste Disk $ 4,270 op Adj. #11 $4,270
Mgmt Fees $1,386,158 op Adj. #8 $32,230
Group Ins $ 276,821 op Adj. #1

op Adj. #2
(8 7)
(s l,010)

Pensions S 51,046 op Adj. #2 $ 105
Reg Exp $ 50,000 op Adi. #1 $25,508 op Adj. #9 $18,578
Ins  Othe r $ 51,587 op Adj. #3 s 634
Cust Accts $ 165,878 op Adj. #3 $ 1 2

Re nts $ 19,442 op Adj. #3 $ 3 1

Ge n'l Office S 97,290 op Adj. #3 s 5,496
Mis c CB 360,734 Op Adj. #1

op Adj. #2
op Adj. #3
op Adj. #7

(S 41)
($ 58)
(S 3,548)
(S 4,405)

Mai ft EXP s  173 ,137 op Adj. #3 (S 298)
De pre c &
Amtzn

$1,287,646 Op Adj. #2 (834,767) op Adj. #3
op Adj. #10

(S 770)
(l837,825)

Ge n'l Ta xe s $ 397,983 op Adj. #3 ($32,578) Op Adj. #1
Op Adj. #2
Op Adj. #5

(S 105)
(S 247)
($23,686)

Inc Taxes $86,355 Op Adj. #4 $33,687 op Adj. #12 $51,450
Sub-tota l
Adjus tments

($59,166) ($84,736)

Tota l O&M
Exp

$6,995,068 $6,935,902 $6,910,332
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1 Q. WHAT ADJ US TME NT TO  LABO R E XP E NS E  DID RUCO  MAKE ?

2

3

RUCO disa llowed the  promotions  during the  te s t yea r for four employees  re sulting in a

decrease in expense of $1,047.

4

5

6

7

8

Q- WHY DID RUCO  DIS ALLO W THE  P RO MO TIO NS ?

A.

A. RUCO used the  hourly ra te  a t the  middle  of the  tes t year ra ther than the  hourly ra tes  a t

the  end of the  test year for these  four employees. There  is  no reason not to use  the  hourly

rates a t the end of the test year for these four employees because the salary increase

occurred during the  tes t year.
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Q. WHAT OTHE R E XP E NS E S  WE RE  AFFE CTE D BY THIS  RE DUCTION TO

LABOR EXP ENS E IN RUCO'S  OP ERATING ADJ US TMENT NO. 1?

1

2

3

4

5

A. RUCO's  downward adjustment to labor expense  a lso reduced group insurance  by $7,

misce llaneous expense  for 401k by $41, and genera l taxes  for payroll taxes  by $105 for a

tota l additional decrease  in expenses of $153.

Q. DO E S  ARIZO NA-AME RICAN ACCE P T ANY O F  RUCO ' S  O P E RATING

ADJ US TMENT n o . 1 , TOTALING ($1 ,200)?

6

7

8

9

A. No. The salary increases occurred during the test year and the labor-related expense

increases are proper.

Q. DID S TAF F  MAKE  ANY S IMILAR  DIS ALLO WANC E S ?10

11 No.

12

13

14

15

16

17

18

19

20

21

22

23

24

Q- WHAT DID RUCO ADJ US T IN LABOR E XP E NS E  IN ITS  OP E RATING

ADJ US TME NT NO . 2 FOR ($2,475)?

A.

A. RUCO removed the Eastern Division allocated labor expenses because it mistakenly

believes that the Eastern Division was abolished. This adjustment reduces the labor

expense by $2,475. As I explained under the rate base discussion, Arizona-American

creates "Divisions" in Arizona for operating purposes only. Currently, Arizona-

American divides it Arizona operations into an Eastern and Central Division. Both

"divisions" have operation managers and many of their employees share our Sun City

office space and often provide back-up assistance and support when needed. Both

"divisions" use our customer service representatives who physically work from our Sun

City Office. These operating "division" designations change from time to time as

Arizona-American sees fit to accommodate its operations and personnel. As stated

earlier, we have decided to combine these designations into Corporate and allocate them
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1

2

across all the business units based on the Four-Factor Allocations since the "divisional"

designations are flexible and subject to change.

3

4

5

6

7

8

Q- DID RUCO REDUCE ANY OTHER LABOR-RELATED EXPENSES IN THIS

OPERATING ADJUSTMENT no. 2, AS A RESULT OF THE LABOR EXPENSE

DECREASE?

Yes. RUCO also reduced group insurance by $1,010, pensions by $105, miscellaneous

expense for 401k expense by $58, and general taxes for payroll taxes by $247 for an

additional adj vestment by $1,420.

DOES ARIZONA-AMERICAN ACCEPT RUCO'S $3,895 DECREASE IN

OPERATING ADJUSTMENT NO. 2 FOR LABOR AND LABOR RELATED

EXPENSES DUE TO THE DELETION OF THE EASTERN DIVISION FROM

ALLOCATIONS?

9

10

11

12

13 No.

Q. DOES STAFF MAKE ANY SIMILAR ADJUSTMENT FOR ANY SIMILAR

REASONS?

14

15

16 No.

17

18

19

WHY DID RUCO ADJUST FUEL AND POWER EXPENSE IN OPERATING

ADJUSTMENT NO. 3?

Again, RUCO deleted all allocated expenses having to do with the Eastern Division.

20

21

22

23

24

Q. WHAT OTHER EXPENSE ITEMS AND LEVELS DID RUCO ADJUST IN ITS

ASSUMED ABOLISHMENT OF THE EASTERN DIVISION?

A.

A.

A.

A.

A. RUCO incre a se d insura nce  othe r by $634, incre a se d cus tome r a ccounting by $12,

de cre a se d re nt e xpe nse  by $12, de cre a se d ge ne ra l office  e xpe nse  by $5,496, de cre a se d

misce lla ne ous  by $3,548, de cre a se d ma inte na nce  e xpe nse  by $298, a nd de cre a se d



Docket No. W-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Linda J. Gutowski
Page 10 of 17

1

2

3

4

deprecia tion and amortiza tion expense  by $770. This  is  a  tota l change  for Opera ting

Adjus tment No. 3 of ($9,763), none  of which Arizona -American can accept. The  Eas te rn

Division has expenses, continues to have  expenses, and, is  part of the  opera tions of

Arizona-American tha t should be  sha red among a ll the  diffe rent dis tricts .

Q. DID STAFF MAKE ANY SIMILAR ADJUSTMENTS FOR ANY SIMILAR

REASONS?

5

6

7 No.

8

9

10

11

Q- WHY DID RUCO DISALLOW A PORTION OF THE FUEL AND POWER

EXPENSE IN OPERATING ADJUSTMENT NO. 4?

The $334 decrease  represents  the  amount Arizona-American paid for a  la te  payment fee

on a n e le ctric bill. Accordingly, Arizona -Ame rica n a cce pts  this  a djus tme nt.

12

13

14

15

16

17

Q- WHAT ADJUSTMENT DID RUCO MAKE TO WASTE DISPOSAL EXPENSE IN

OPERATING ADJUSTMENT NO. 11?

RUCO's adjustment removes the entire amount of the waste-disposal expense of $4,270.

This was a year-end accrual for sales tax, not income tax as RUCO assumed. The

amount is reversed in January 2007. It was put in the Sun City Water business unit in

error and should be removed. Arizona-American accepts this adjustment.

18

19

20

21

22

23

24

Q. WHAT ADJUSTMENT DID RUCO MAKE T() MANAGEMENT FEES IN

OPERATING ADJUSTMENT NO. 8?

A.

A.

A.

A. RUCO reduced Arizona-American's  Management Fees  by $32,230. The  amount

cons titute s  30% of the  AlP  award a lloca ted to the  Sun City Wate r Dis trict, which

represents  the  amount of bonus  re la ted to Arizona-American's  financia l pe rfonnance .

Arizona-American does not accept this  adj vestment, as  discussed in Mr. Broderick's

rebutta l te s timony.
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1 0

1 3

Q . DO E S  ARIZO NA-AME RICAN ACCE P T S TAFF ' S  O P E RATING  ADJ US TME NT

no. 1?

Arizona-American does not accept Staff s reduction of $25,508 in regulatory expense.

Arizona-American already voluntarily reduced rate case expense from $150,000 to

$94,266 as shown in Mr. Broderick's Rebuttal Exhibit TMB-R4, and therefore reduced

the proposed three-year amortization from $50,000 to $31,422. This is a reduction of

$18,578 on Arizona-American's part. Staff' s adjustment is an additional reduction of

$9,430 and consists of cutting our attorney's estimate of the time necessary to work on

testimony, rebuttal, rejoinder, hearings, two briefs, review of Staff and interveners direct

and surrebuttal testimonies, and representation at Open Meeting from 160 hours to 75

hours. Staff cut this estimate to 75 hours but gave no reason. Our attorney's estimate is

based on his experience in these matters. I see no reason to go with Staffs accounting

witness's estimate rather than our attorney's estimate.

14

15

Arizona-American stands by its revised rate case expense of a three-year amortization of

$94,266, or an annualized cost of$31,422.

1 6

1 7

1 8

1 9

2 0

Q. DO E S  ARIZO NA-AME RICAN ACCE P T RUCO ' S  O P E RATING  ADJ US TME NT

no .  9?

Arizona-American accepts RUCO's adjustment No. 9 - the reduction of $18,578 in rate-

case expense. Although RUCO's reasons were different than Arizona-A1nerican's, the

end result is the same amount of rate case expense.

21

22

23

24

25

Q, DO YOU AGREE WITH RUCO'S  OP ERATING ADJ US TMENT NO. 7 ?

A.

A.

A. Arizona-American has voluntarily reduced its miscellaneous expense line item by

$10,646. We removed expenses for charities, donations, United Way support,

community relations, service awards, etc. Arizona-American cannot accept RUCO's

Adjustment No. 7 to further remove all meals we provide employees who work in the
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1 2

1 3

1 4

fie ld whe n the y a re  ca lle d out for ove rtime  work, me a ls  for tra ining, me a ls  for group

m e e tings , m e a ls  for e m ploye e s  who ha ve  to tra ve l for work, e tc . Arizona -Am e rica n only

pa ys  for e mploye e s ' me a ls  if our cus tome rs  re ce ive  be ne fits  a s  a  re sult of the

e xpe nditure . For e xa mple , Arizona -Ame rica n ofte n purcha s e s  a nd de live rs  me a ls  to the

s ite  whe re  e mploye e s  a re  working ove rtime . This  minor e xpe nditure  ofte n le a ds  to a

re duction in the  time  ne e de d to comple te  the  ove rtime  ta s ks . Ra the r tha n pa ying for our

e mploye e s  to a tte nd tra ining se mina rs  tha t s e rve me a ls , Arizona -Ame rica n trie s  to s a ve

e xpe ns e  by us ing its  inte rna l e xpe rtis e  to conduct tra ining for our e mploye e s . La s tly, it's

s imply ina ppropria te  for RUCO to dis a llow me a l e xpe nditure s  for e mploye e s  who a re

re quire d to tra ve l for work re a s ons . Mos t compa nie s  a nd a ll gove rnme nt e mploye e s  a re

e ntitle d to m e a l a llowa nce s  whe n tra ve ling for work. Arizona -Am e rica n doe s  not

unde rs ta nd why RUCO dis a llowe d the s e  me a l cos ts  which provide  dire ct be ne fits  to our

cus tome rs . We  dis a gre e  with the  dis a llowa nce  for me a ls  a nd would a dd ba ck $184 to

RUCO's  dis a llowa nce  of $4,405.

Q. WHAT IS  THE  AMO UNT O F  AR IZO NA-AME R IC AN' S  R E DUC TIO N TO

DE P RE CIATIO N E XP E NS E  IN THIS  RE BUTTAL TE S TIMO NY AS S O CIATE D

WITH THE  RE DUCTIO N IN UP IS ?

15

16

17

18

19

20

21

22

23

24

25

26

A. Although Arizona -Ame rica n ha d the  s a me  pla nt re ductions  a s  S ta ff, our a nnua l

de pre cia tion e xpe ns e  re duction is  $25,560. The  ma in diffe re nce  in a nnua l de pre cia tion

e xpe ns e  be twe e n S ta ff a nd Arizona -Ame rica n is  in ge ne ra l pla nt. The re  a re  two

ca te gorie s  of ge ne ra l pla nt -... S un City Wa te r Dis trict spe cific (Arizona -Ame rica n's  B-2

S che dule s , e le ctronica lly on Ta b ADJ  J MR-l) a nd Corpora te , Ce ntra l Divis ion, or

Ea s te rn Divis ion-a lloca te d s pe cific  (Arizona -Am e rica n's  B-2 S che dule s , e le ctronica lly

on Ta bs  ADJ  J MR-2, J MR-3, a nd J MR-4). For e xa m ple , a ccount 340100 (office

furniture ), the  de pre cia tion ra te  a pprove d in the  2001 ra te  ca se  (De cis ion No. 67093) for

S un City Wa te r dis trict spe cific for this  a ccount wa s  4.59%, but in the  la s t ra te  ca se  in
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8

9

10

which the  de pre cia tion e xpe ns e  for the  office  furniture  for the  Corpora te  a nd Ce ntra l a nd

Ea s te rn Divis ion office s  we re  a pprove d, the  de pre cia tion ra te  for this  a ccount wa s  4.04%.

Arizona -Ame rica n split the se  ite ms  up be ca use  the y ha ve  diffe re nt de pre cia tion s che dule s

(a s  did RUCO). The  Commis s ion ha s  a pprove d diffe re nt ra te s  for the  s a me  numbe re d

a ccounts  de pe nding in which dis trict or divis ion tha t prope rty a ccount is  loca te d.

Arizona -Ame rica n's  s che dule  re fle cts  more  a ccura te ly the  la te s t a pprove d de pre cia tion

ra te s  from the  Commis s ion, ba s e d on the  s plits  a mong the  Divis ions  a nd Dis tric ts . S ta ff

a dde d a ll the  ge ne ra l pla nt toge the r a nd use d the  S un City Wa te r de pre cia tion ra te s

a pprove d in 2001, ignoring the  ra te s  s pe cifica lly a pprove d for Corpora te , Ce ntra l, a nd

Ea s te rn Divis ions  in the  la te s t ra te  ca s e  in which thos e  s pe cific  divis ions  we re  involve d.

Q. DO E S  ARIZO NA-AME RICAN ACCE P T RUCO ' S  ADJ US TME NT TO

DEP RECIATION EXP ENS E?

11

12

13

14

15

16

17

18

19

20

Arizona-American does  not accept RUCO's  adjustment to deprecia tion expense  (RUCO

Opera ting Expense  Adjus tment No.l0). The  diffe rence  be tween Arizona -American and

RUCO is  ($l2,265), and the  ma jority of the  diffe rence  can be  a ttributed to RUCO's

double  a lloca tion of the  amortiza tion of the  Y2K costs . $1,491,737 of regula tory asse ts

approved for amortiza tion includes  a  deprecia tion s tudy, Y2K cos ts , and L/T e ffluent.

These  asse ts  were  divided up among the  Citizen's  properties  by the  Commission and Sun

City Water's  amount was  de te rmined to be  $655,877, to be  amortized a t 2.83%. Tha t is

wha t S ta ff and the  Arizona -American did.

21

22

23

24

25

A.

Now, RUCO is  trying to a lloca te  the  portion tha t was  a ttributed to Sun City Wate r in the

las t ra te  case , Decis ion 67093, and rea lloca te  tha t amount to a ll the  dis tricts , including

Pa radise  Va lley, for the  firs t time . Arizona -American re j e cts  this  rea lloca tion to a ll

dis tricts  including those  tha t we re  not forme rly Citize n's  dis tricts . Arizona -Ame rica n a nd

Staff used the  a llowed amortiza tion of $18,573 whereas  RUCO reduced this  amortiza tion
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1

2

3

expense  by ($15,737) to only $2,836 by us ing the  four-factor a lloca tions  and rea lloca ting

the  S un City-only portion of the  a mortiza tion to a ll othe r dis tricts . RUCO's  a lloca tion is

inconsis tent with Commiss ion Decis ion No. 67093 and should be  re jected.

4

5

6

7

8

Mr. Coley, RUCO's  witness  in the  Sun City Wastewate r case  and in this  case , was

incorrect when he  s ta ted in both cases  tha t 100% of the  Y2K amortiza tions  were  put into

each of these  dis tricts . Arizona -American has  a lways  followed the  orde r in Decis ion No.

67093 and assigned to each of these  dis tricts  the  dis trict's  proportionate  share  of the

$1 ,491,737.

9

10

11

12

13

14

15

Q- ARE THERE ARE ANY OTHER FACTORS THAT CAUSE THE DIFFERENCE

IN DEPRECIATION EXPENSE BETWEEN ARIZONA-AMERICAN AND

RUCO?

Ye s . Firs t, Arizona -Ame rica n re je cts  RUCO's  disa llowa nce  of the  Ea s te rn Divis ion

UPIS which leads  to a  reduction in deprecia tion expense  of $919. As s ta ted ea rlie r,

Arizona-American does  not agree  to the  disa llowance  of the  Easte rn Divis ion UPIS

because the  plant was moved after the  test year.

1 6

1 7

1 8

Second, in account 304600, RUCO removed too much money for the  office  renova tion,

which was discussed in the  Rate  Base  section above. This  leads to an excessive  reduction

in depreciation expense by $211 .

1 9

2 0

2 1

Third, in account 307000, RUCO did not include  its  Ra te  Base  adjus tment No. 3 which

reduces its  plant ba lance  by an additiona l $19,085 and would further reduce  its

deprecia tion expense  by an additional $481.

2 2

2 3

2 4

A.

Fourth, RUCO's  Schedule  TJC-15 has  a  s trange  diffe rence  be tween column (A) and

column (C) with no adjus tment in column (B) for accounts  341100 and 346300 .- one  a

reduction of $399 in plant and one  an increase  of $399 in plant with no support. This
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1

2

resulted in a  decrease  in deprecia tion expense  of $100 and an increase  in deprecia tion

expense  of $20, both of which a re  wrong.

3

4

5

Fina lly, it would appear RUCO reduced deprecia tion expense  for the  amortiza tion of the

Youngtown Plant twice , once  on line  62 of Schedule  TJC-15 and aga in 7 lines  la te r on

the same schedule.

6

7

The  Commiss ion should re ject RUCO's  Opera ting Expense  Adjus tment No. 10 for a ll the

reasons stated above.

Q. WHAT IS  THE  DIFFE RE NCE  IN G E NE RAL TAX E XP E NS E  BE TWE E N

AR IZO NA-AME R IC AN AND S TAF F ?

8

9

10

11

12

13

14

15

16

17

18

19

20

A. The  diffe rence  is  caused by the  ca lcula tion of property taxes . S ta ff does  its  property tax

ca lcula tion in two parts , present ra te  pro forma  and proposed ra te  pro forma . S ta ff

Adjustment No. 3 on Schedule  All-15 shows a  Present Rate  adjustment of ($32,578) and

a Proposed Rate  adjustment of $21 ,268 for a  proposed property tax expense of $286,447.

This  amount perhaps  would change  with S ta ffs  revised revenue  requirement, but the

Sta ff witness  did not file  revised property tax exhibits  for the  revised revenue

requirement. Arizona -American's  proposed revenue  is  s lightly highe r and the re fore  the

proposed property tax expense  is  a lso s lightly higher a t $287,366 plus  $3,324 for the

individually assessed parcels  where  the  assessment for the  primary tax and the  secondary

tax are  not based on the  same assessment. This is  the  only difference between Staff and

Arizona-American, a  tota l of $4,244 in property tax expense  a t the  proposed leve l.

21

22

23

24

Q- PLEASE EXPLAIN THE DIFFERENCE IN GENERAL TAX EXPENSE

BETWEEN ARIZONA-AMERICAN AND RUCO?

A. RUCO did two diffe rent prope rty tax ca lcula tions , but its  direct te s timony supports  its  old

s tandby ca lcula tion, which has  been regula rly re jected by the  Commiss ion. RUCO's
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1

2

3

4

ca lcula tion uses  three  his torica l years , including the  unadjusted tes t year of 2006 which

has  385 days . This  flaw in RUCO's  ca lcula tion re sulted in prope rty tax expense  of

$274,073, higher than even Staff" s  Present Rate  property tax expense from the use  of

2005 and 2006 revenues, both of which are  higher than the  test year adjusted revenue.

This  is  a  ve ry odd result for proposed ra te  property tax and Arizona-American re jects

RUCO's  me thod and re sults .

5

6

7

8

9

10

RUCO offe rs  an a lte rna tive  method but does  not make  use  of this  method. The

a lte rna tive  gives  the  highest property tax expense  among a ll the  parties , which aga in is

due  to the  use  of the  flawed 385 days  of revenue  in the  tes t year. Arizona-American

re jects  RUCO's  flawed a lte rna tive  re sults  a s  we ll.

Q, DO E S  AR IZO NA-AME R IC AN HAVE  ANY ADDITIO NAL E XP E NS E

ADJ US TME NTS  TO  MAKE  AT THIS  TIME ?

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. Yes. Arizona-American has  one  more  expense  adjus tment - amortized tank pa inting

expense . When we  purchased the  Sun City Wate r dis trict a sse ts  from Citizens  Utilitie s ,

we  inherited a  4.5 year amortiza tion re la ted to $52,748 of de fe rred tank pa inting

expenditures. The amount has been deferred in account 186401, a  deferred asset, and

amortized from August 2002 through January 2007. Beginning in Februa ry 2006, Sun

City Water has been deferring tank painting expenses in account 186401 and has

accumulated an additional $122,498 of deferred charges through the  end of the  test year.

We request amortiza tion of the  tank painting maintenance expenses over three  years a t

$40,833 per year. The  reason Arizona-American requests  a  three  year amortiza tion

period is  due  to the  upcoming tank maintenance  schedule . All the  remaining tanks  in the

Sun City Wate r dis trict a re  to be  inspected in 2008. In addition, the  remaining tanks  a re

scheduled to be  pa inted, both inside  and outs ide , two in 2008 for an estimated cost of

$336,000, two in 2009 for an es timated cost of $215,000; five  in 2010 for an es timated
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1

2

3

4

5

6

cost of $575,000, two in 2011 for an es timated cost of $240,000, and two in 2012 for an

es tima ted cos t of $240,000. There  will be  a lmost $58,000 in inspection cos ts  in addition

to the  pa inting costs . Arizona-American, the re fore , is  expecting to be  spending more  than

$1 ,650,000 over the  next five  yea rs . Depending on the  timing of the  filing of the  next

ra te  case , the re  will like ly be  quite  a  la rge  de fe rra l of tank pa inting expenses  tha t will

need to be  recovered.

Q. DO E S  THIS  CO NCLUDE  YO UR RE BUTTAL TE S TIMO NY IN THIS  CAS E ?7

8 A. Ye s .
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Arizona American Water Company - Sun City Water
Test Year Ended December, 2006
Computation of Increase in Gross Revenue Requirement

Exhibit LJG-R1
Schedule A-1 Rebuttal

Page 1
Witness: Gutowski

Company
Direct

$25,961 ,898

Company
Rebuttal

$24,960,997

693,411

Original Cost Rate Base

Adjusted Operating Income

Current Rate of Return 2.67%

702,920

2.82%

$ 2,071,759

7.98%

$ 1,920,253

7.69%

Required Operating Income

Required Rate of Return

Operating Income Deficiency

Gross Revenue Conversion Factor

$ 1,378,348

1.6286

$ 1,217,333

1.6286

Increase in Gross Revenue
Requirement $ 2,244,826 $ 1,982,590

Customer
Classiflcation

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Residential
Commercial
Irrigation
Private Fire
Public Interruptible
Public Interruptible/Stand-by City of Peoria
CAP - Raw (MISC-1/CAP-1)

$6,185,012
1,239,905

14,394
20,803

55
3.493

119,966

$7,979,313
1,623,699

18,646
40,554

83
5,275

155,738

$1 ,794,301
383,794

4,252
19,751

28
1,782

35,772

29.01 %
30.95%
29.54%
94.94%
51 .03%
51 .03%
29.82%

Total Water Revenues $7,583,628 $9,823,308 $2,239,681 29.53% $ 1,982,590 26.16%

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Supporting Schedules:
B-1
C-1
H-1

\Schedules\2007 Sun City Water Sch. A-F.xls\



Arizona American Water Company - Sun city Water
Test Year Ended December, 2006
Original Cost Rate Base Proforma Adjustments

Exhibit LJG-R1
Schedule B-2 Rebuttal

Page 1
V\htness: Gutowski

Line
No.

Adjusted
End of

Test Year

STAFF
RB-1
Wells

AGREE

STAFF
RB-2

WT Equip
AGREE

STAFF
RB-3

Dist Stdp
AGREE

STAFF
RB-4
Land

AGREE

STAFF
RB-5

SC Office
AGREE

Revised
Acc um Dep

Company
Rebuttal
Adjusted
End of

Test Year
Gross utility

Plant in Service $45,025,075 $(427,725) $(19,594) $(319,215) $(148,130) $(187,155) $43,923,256

Less:

Accumulated Depreciation 17,192,328 $ (100,918) $17,091,410

Net Utility Plant
in Service $27,832,747 $(427,725) $(19,594) $(319,215) $(148,130) $(187,155) $ 100,918 $26,831,846

3,576,920 3,576,920

Less;
Advances in Aid of
Construction

Contributions in Aid of
Construction - Net

Imputed Regulatory Advances
Imputed Regulatory Contributions
Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

63,004
551,760
557,874

2,100
(1 ,938,781>

63,004
551,760
567,874

2,100
(1 ,938,781)

Plus:
Deferred Debits
Working capital
Utility Plant Acquisition Adjustment

642,528
309,400

642,628
309,400

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Tota l $25,961,898 $(427,725) $(19,594> $(319,215) $(148,130) $(187,155) $ 100,918 $24,960,997
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Arizona American Water Company - Sun city Water
Test Year Ended December, 2006
Summary of Cost of Capital
District Level - Sun City Water - Proposed

Exhibit LJG-R1
Schedule D-1 Rebuttal

Page 1
Witness: Gutowski

End of Test Year
Company Origianl

Line Cost
Rate
5.56%

Weighted
Cost

Cost
Rate
5.50%

Weighted
Cost
3.22%$

Dollar
Amount
14,953,579

Percent
of

Total
57.60% 3.20%

End of Projected Year
6/30/2007
Percent

of
Total
58.62%$

Dollar
Amount
15,219,488

Stop:kholder's Equity 11,008,319 42.40% 11.3% 4.78% 10,742,410 41 .38% 10.8% 4.47%

Totals 25,961 ,898 100.00% 8.0% 25,961,898 100.00% 7.69%

Company Rebuttal

Item of Capital
Long-Term Debt $ 14,377,078 57,60% 5.56% 3.20% $ 14,632,736 58.62% 5.50% 3.22%

Stockholder's Equity 10,583,919 42.40% 11.3% 4.78% 10,328,261 41.38% 10.8% 4.47%

Totals 24,960,997 100.00% 8.0% 24,960,997 100.00% 7.69%

No. Item of Capital
1 Long-Term Debt
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Supporting Schedules: Recap Schedules:

\Schedules\2007 Sun City Water Sch. A-F.xls\
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EXECUTIVE SUMMARY

In his  rebutta l te s timony Bradley J . Cole  te s tifie s  a s  follows:

RUCO witness  Ms. Diaz Cortez is  incorrect tha t 12-inch ma ins  a re  required to provide  1,500
rpm a t 20 psi beacuse  many areas  served by Arizona-American have  mains smalle r than 12
inches  and provide  flows a t or above  1,500 rpm a t 20 ps i.

Arizona -Ame rica n only re comme nde d 1,500 rpm fire  flow for multi-fa mily a nd comme rcia l
deve lopments . In the  a rea s  whe re  Arizona -American proposed 1,500 rpm fire  flow, Arizona -
American does  not recommend the  ins ta lla tion of any 12-inch mains  as  part of the  Sun City
Wa te r Fire  Flow Improve me nt P roje ct ("Fire  Flow P roje ct"). The  Fire  Flow S tudy re comme nds
tha t 93.2% of the  main replacements  (44,130 linea r fee t) identified in the  Fire  Flow Study be
unsized to s ix-inch (41 ,130 linear fee t), 4.4% be  unsized to 8-inch (1,950 linear fee t) and 2.4%
be  uns ized to 10-inch (1,050 linea r fee t). Ms. Diaz Cortez's  discuss ion about the  cos t of
upgrading to 12-inch mains  should be  disregarded.

Ms. Diaz Cortez's  is  a lso incorrect tha t certa in sections of Youngstown are  experiencing pressures
of le ss  than 20 ps i. All a reas  of Youngtown se rved by Arizona-American have  pressures  of a t
leas t 20 ps i, in accordance  with Commission regula tions . Recent te s ts  have  confirmed this
statement.

Arizona-American has  one  disagreement with the  S ta ff Engineering Report. S ta ff recommended
reducing the  es timated fire  hydrant replacement cost from $5,000 per unit to $3,000 per unit.
S ta ff based the  cost es timate  on "the  Main Extension Agreement projects  submitted by Arizona-
American in 2007...." This  is  inappropria te  because  these  hydrants  a re  typica lly ins ta lled be fore
stree ts  and s idewalks  a re  paved, and landscaping is  ins ta lled. By contras t, the  Fire  Flow Project
will require  replacement of hydrants  loca ted in deve loped a reas , with paved s tree ts , s idewalks ,
and ma ture  landscaping. Arizona -American will incur re s tora tion expenses  for the  repa ir,
replacement or restora tion of s tree ts , s idewalks, and landscaping tha t must be  disrupted during
the  hydrant-ins ta lla tion process . This  accounts  for the  additiona l $2000/mete r replacement cost.
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Staff a lso recommends some additiona l wate r-loss  reporting requirements . The  Company
believes tha t most of these  requirements  a re  a lready provided in the  Company's  required annual
report and is  willing to revise  its  annua l report to incorpora te  S ta ffs  recommenda tions .

Arizona-American's  2006 wate r-loss  percentage  for Sun City Water was  be low the  10 percent
threshold recommended by Sta ff.
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Q.

INTR O DUC TIO N AND Q UALIF IC ATIO NS

P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMB E R .

My name  is  Bradley J . Cole . My bus iness  address  is  15626 N. De l Webb Boulevard, Sun

City, Arizona , 85351, and my business  phone  is  623-815-3136.

6

7

8

9

Q. B Y WHO M AR E  YO U E MP LO YE D AND IN WHAT C AP AC ITY?

I a m e mploye d by Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n") a nd I a m

the  Director of Ope ra tions  for Centra l Arizona , which includes  the  Sun City, Sun City

West and Agua  Fria  Dis tricts .

10
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Q, WHAT ARE  YO UR RE S P O NS IBILITIE S  AS  THE  DIRE CTO R O F

OP ERATIONS ?

I am responsible  for water trea tment, wastewater trea tment, customer service , water

dis tribution, and wastewater collection opera tions  .

Q- P LE AS E  DE S CRIBE  YO UR E DUCATIO NAL BACKG RO UND.

A. I rece ived a  Mas te r of Science  in Bus iness  Adminis tra tion from Ca lifornia  Luthe ran

Unive rs ity in 2002. I re ce ive d my Ba che lor of Scie nce  in Bus ine ss  Adminis tra tion from

the  Unive rs ity of La  Verne  in 1998. I have  a lso comple ted va rious  wa te r-re la ted

14
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18
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20

technica l courses  tha t include  wate r trea tment, wastewate r trea tment, wa te r dis tribution

system opera tions and maintenance , water quality protection and cross-connection

control, and water and wastewater management.

21

22
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24

A.

A.

A.

I a m a lso a n Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") Gra de  III Wa te r

Dis tribution Sys tem Opera tor and a  Grade  II Wate r Trea tment P lant Opera tor (#22916). I

hold s imila r ce rtifica tions  in Ca lifornia  with the  Ca lifornia  De pa rtme nt of He a lth

Services  (#6103 and #l6907, re spective ly).
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Q- P LEAS E DES CRIBE YOUR P ROFES S IONAL EXP ERIENCE.

A. I have  been employed by Arizona-American for approximate ly three  yea rs  and in my

present capacity as  the  Director of Opera tions  for Centra l Arizona  for the  pas t four

months . As  the  Director of Opera tions , I ove rsee  and manage  Arizona-American's  wa te r

and wastewa te r se rvices  in the  Sun City, Sun City West, and Agua  Fria  dis tricts . P rior to

becoming the  Director of Opera tions , I was  employed as  the  Genera l Manager of

Arizona-American's  Eas te rn Opera tions  for a  pe riod of two yea rs , and my respons ibilitie s

included oversee ing the  water and wastewater opera tions in the  communities  of Tubac,

Pa radise  Va lley, Anthem, Bullhead City, and Lake  Havasu. P rior to becoming the

Gene ra l Manage r of Arizona -American's  Eas te rn Divis ion, I he ld the  role  of Arizona

Production Manager oversee ing Arizona-American's  wa te r and wastewate r trea tment

plants  in the  communitie s  of Sun City, Pa radise  Va lley, and Anthem.
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Prior to my employment with Arizona -American Wa te r, I was  employed for nea rly 16

ye a rs  by Ca lifornia -Ame rica n Wa te r Compa ny ("Ca lifornia -Ame rica n"). Like  Arizona -

American, Ca lifornia -American is  a  subs idia ry of American Wate r Works  Company.

Before  be ing promoted and transfe rred to the  Arizona-American opera tions  as  the

Production Manage r, I he ld the  pos ition of Ope ra tions  Manage r in Ca lifornia -American's

Ventura  County opera tions  loca ted in the  City of Thousand Oaks for a lmost three  years .

Before  tha t, I he ld the  position of Opera tions  Supervisor for nearly four years  and the

rema inde r of my prior expe rience  with Ca lifornia -American included the  pos itions  of

La bore r, Utility Worke r, a nd Dis tribution Cle rk.

22
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Q, DO  YO U HAVE  ANY O THE R P RO FE S S IO NAL AFFILIATIO NS ?

A. Yes. I am an active  member of the  American Wate r Works  Associa tion (#424352) and a

member of the  Arizona  Wate r and Pollution Control Associa tion (#5776)
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Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY

UTILITY COMMISSION?

Yes. I sponsored testimony and testified in Arizona-American's Anthem/Agua Fria

water and wastewater rate case (Docket No. WS-01303A-06-0405) and Arizona-

American's Mohave Water and Wastewater rate cases (Docket No. WS-01303A-06-

0014).

II PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

7

8

9

Q.

Please refer to the Executive Summary, which precedes my direct testimony.

III10
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Q.

FIRE FLOW

DID YOU REVIEW THE DIRECT TESTIMONY OF RUCO'S WITNESS MARY

LEE DIAZ CORTEZ?

Ye s .
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Q. DO YOU DISAGREE WITH ANY ITEMS IN Ms. DIAZ CORTEZ'S

TESTIMONY CONCERNING THE FIRE FLOW IMPROVEMENT PROJECT?

I have  two disagreements  with Ms. Diaz Cortez. Firs t, she  is  incorrect tha t 12-inch ma ins

a re  required to provide  1,500 rpm a t 20 ps i. This  makes  he r entire  discuss ion concerning

the  cost of 12-inch mains  irre levant. Second, her s ta tement tha t ce rta in sections  of

Youngtown are  experiencing pressures  of less  than 20 psi is  a lso incorrect.

2 0

2 1
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2 4

Q- WHY IS MS. DIAZ CORTEZ'S ENGINEERING OPINION THAT 12-INCH

MAINS ARE NEEDED TO GENERATE 1,500 GPM AT 20 PSI IRRELEVANT IN

THIS CASE?

A.

A.

A.

A.

A.

Ms. Dia z Corte z's  opinion is  irre le va nt for two re a sons . Firs t, Arizona -Ame rica n only

re comme nde d 1,500 rpm fire  flow for multi-fa mily a nd comme rcia l de ve lopme nts ,
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S e cond, e ve n in the  a re a s  whe re  Arizona -Ame rica n propos e d 1,500 rpm fire  flow,

Arizona -Ame rica n doe s  not re comme nd ins ta lla tion of a ny 12-inch ma ins  a s  pa rt of the

S un City Wa te r F ire  F low Im prove m e nt P roje c t ("F ire  F low P roje c t").  Arizona -

Ame rica n's  re comme nda tion ca n be  found on pa ge s  12 a nd 17 of the  S un City Wa te r

Dis tric t F ire  F low S tudy ("F ire  F low S tudy").  To a chie ve  the  re com m e nde d fire  flow,

the  Fire  Flow S tudy re comme nds  tha t 93.2% of the  ma in re pla ce me nts  (44,133 line a r

fe e t) ide ntifie d in the  Fire  Flow S tudy be  uns ize d to s ix-inch (41,133 line a r fe e t), 4.4% be

uns ize d to 8-inch (1 ,950 line a r fe e t) a nd 2.4% be  uns ize d to 10-inch (1 ,050 line a r fe e t).

S ince  no 12-inch m a in ups iz ing is  re com m e nde d by Arizona -Am e rica n, Ms . Dia z

Corte z 's  dis cus s ion a bout the  ne ce s s ity of upgra ding to 12-inch ma ins  s hould be

dis re ga rde d.
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Q- WHY IS  Ms .  DIAZ C O R TE Z' S  E NG INE E R ING  O P INIO N THAT 1 2 -INC H

MAINS  ARE NEEDED TO GENERATE 1 ,500  GP M AT 20  P S I INCORRECT IN

THIS  CAS E?

Be ca use  ma ny a re a s  s e rve d by Arizona -Ame rica n ha ve  ma ins  sma lle r tha n 12 inche s  a nd

provide  flows  a t or a bove  1,500 rpm  a t 20 ps i. Ms . Dia z Corte z  a tte m pts  to jus tify he r

e ngine e ring opinion by citing a  ta ble  e ntitle d "Re quire d Flow a nd Ope nings  to Flus h

P ipe line s  (40-ps i Re s idua l P re s s ure  in Wa te r Ma in)"1. Unfortuna te ly, the  ta ble  re lie d

upon by Ms . Dia z Corte z doe s  not support he r opinion be ca use  the  ta ble  re pre se nts  a  fie ld

guide  to de te nnine  flow re quire d to a chie ve  2.5 fe e t pe r s e cond in wa te r ma ins  with a

ce rta in num be r of s p ec ifica lly s ized ope nings . This  ta ble  is  typica lly us e d to de te rmine

the  m inim um ve lo c ity (2.5 fe e t p e r s e c o n d ) a t which to flus h ma ins  of s e dime nt in a

ma in flus hing progra m. The  ta ble  s hould not be  re lie d upon to de s ign fire  flow be ca us e

one  ca n a chie ve  1,000 rpm or e ve n 1,500 rpm with 6 or 8-inch ma ins  by incre a s ing the

flow ve loc ity.

l BJ C  -- RE.
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Q. WHY DO YOU DISAGREE WITH Ms. DIAZ CORTEZ'S CLAIM THAT

CERTAIN SECTIONS OF YOUNGTOWN ARE EXPERIENCING PRESSURES

OF LESS THAN 20 PSI?

A.
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All a reas  of Youngtown se rved by Arizona-American have  pressures  of a t leas t 20 ps i, in

accordance  with Commiss ion regula tions . Page  ll, table  3 of the  Fire  Flow S tudy, in fa ct

shows tha t a ll fire  hydrants  in the  Sun City Dis trict have sta tic pressures (lowest test

loca tion a t 78 ps i) we ll a bove  the  re quire d minimums. Furthe rmore , Arizona -Ame rica n

also conducted a  series  of flow-study tests  in 2004 and the  results  show that a ll a reas

within Arizona -Ame rica n's  S un City dis trict ha ve re s idua l flow pressures  of no less  than

(Youngtown no less  than 62 psi ). These  tes t results  a re  ava ilable  under tab C of

the  Fire  Flow S tudy. On Octobe r 24, 2007, Arizona -American conducted a  se rie s  of four

pressure  tes ts  in the  Youngtown area  served by Arizona-American. These  pressure  tes ts

indica ted sta tic pressures a t 60 psi or grea ter. The results  of the  2007 tests  are  a ttached to

my te s timony as  Exhibit BJC-1 .

48 ps i
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Q- DID YOU REVIEW THE ENGINEERING REPORT OF STAFF UTILITIES

ENGINEER, DOROTHY HAINS?

Yes. My predecessor Brian Biesemeyer a lso spoke  with Ms. Ha ins  on a  number of

occasions  while  she  was  preparing the  S ta ff Engineer's  Report (the  "Sta ff Engineering

Report") and accompanied he r during he r tour of the  Sun City Wate r facilitie s .
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Q. ARE THERE ANY ITEMS IN THE ENGINEERING REPORT WITH WHICH

YOU DISAGREE?

A.

A. I have one disagreement with the Staff Engineering Report. On page 9, table 9 of the

Staff Engineering Report, Staff recommended reducing the estimated fire hydrant

replacement cost from $5,000 per unit to $3,000 per unit. I disagree with this lower

project cost estimate. Although Staffs estimated cost does not per Se establish a cost
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ceiling, it is important for Arizona-American to provide an accurate project cost estimate

to the Commission and our customers. Arizona-American's estimate of $5,000 per unit is

the accurate prob et cost estimate.

Q- WHY IS STAFF ENGINEER'S ESTIMATED FIRE HYDRANT REPLACEMENT

COST INACCURATE?
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A. Staff asse rts  tha t the  per-unit cost of a  hydrant replacement in Sun City/Youngtown

should be  $3,000 ins tead of the  $5,000 es timate  provided in the  Brown & Caldwell

Report. S ta ff based the  cos t e s timate  on "the  Main Extension Agreement projects

submitted by Arizona -American in 2007...." This  is  inappropria te  because  hydrants

be ing ins ta lled pursuant to one  of Arizona-American's  main extension agreements  a re

genera lly loca ted in undeve loped a reas . The  hydrants  a re  typica lly ins ta lled before

stree ts  and s idewalks  a re  paved, and landscaping is  ins ta lled. By contras t, the  Fire  Flow

Project will require  replacement of hydrants  loca ted in deve loped a reas , with paved

s tree ts , s idewa lks , and ma ture  landscaping. Arizona -American will incur re s tora tion

expenses for the  repair, replacement or restora tion of s tree ts , s idewalks, and landscaping

tha t must be  disrupted during the  hydrant-ins ta lla tion process . This  accounts  for the

additiona l $2000/meter replacement cost.

Q- DO YOU HAVE ANY ADDITIONAL EVIDENCE THAT SHOWS ARIZONA-

AMERICAN'S COST ESTIMATE BETTER REFLECTS THE ACTUAL COST?

18

19

20

21

A. Yes. I have  a ttached Exhibit BJC-2 to show tha t an actua l main replacement cost in a

developed ne ighborhood.

22
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IV

Q-

NON-ACCOUNT WATER

ARE THERE ANY OTHER STAFF RECOMMENDATIONS YOU WISH TO

COMMENT ON?

A. Yes. On page  5 of the  S ta ff Engineering Report, S ta ff recommends:
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If the water loss at any time before the next rate case is greater than 10

percent, the Company shall come up with a plan to reduce water loss to

less than 10 percent, or prepare a report containing a detailed analysis and

explanation demonstrating why a water loss reduction to 10 percent or less

is not feasible or cost effective. Staff further recommends the Company

docket such a report with the Commission's Docket Control in this same

docket

Arizona-American does not object to Staff Engineer's recommendation that the Sun City

Water System should have water loss of 10% or less, or the associated reporting

requirements. However, some of the recommended water-loss reporting requirements

duplicate information already submitted by Arizona-American in its annual report.
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Q- WHAT KINDS OF WATER LOSS DATA ARE INCLUDED INTHE ANNUAL

REPORT FILED BY ARIZONA-AMERICAN?

Arizona-American is required by statute and by Commission rules to file an annual report

containing all its operating districts' water use data by month for a calendar year. The

report includes number of customers, gallons sold, and gallons pumped/treated. Exhibit

BJC - 3 shows Sun City's 2006 calendar-year water-use data.

1 8

1 9

2 0

Q. WHAT IS  THE WATER LOS S  RATE FOR S UN CITY WATER IN 2006?

In Arizona -American's  pending Anthem Wate r ra te  case , Arizona -American proposed,

and S ta ff accepted, the  following wa te r loss  formula :

21 Water Loss = [Water Produced - Water Sold .- Non-revenue authorized use] / Production

22

23
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26

A.

A.

During the  ca lendar yea r 2006, the  Sun City Wate r dis trict produced 5.38 million ga llons

of wa te r. During the  same  pe riod, the  dis trict sold 4.84 million ga llons  of wa te r, 89.96%

of the  wa te r produced. Unfortuna te ly, I could not ca lcula te  the  wa te r loss  for 2006

because  Arizona-American did not track water used for non-revenue  authorized water

such as  water use  re la ting to flushing mains, testing meters , dra ining s torage  tanks,
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company office  use  and fire  hydrant ma intenance . Arizona-American s ta rted tracking

Sun City Wate r's  non-revenue  wa te r loss  shortly a fte r I became  the  Director of

Opera tions , ove rsee ing Sun City Wate r Dis trict's  ope ra tion. Howeve r, I am confident

tha t the  Sun City Wate r Dis trict's  wa te r loss  for ca lendar yea r 2006 is  be low 10%,

because , even without including the  non-revenue  authorized use  adjustment, the  Sun City

Wate r Dis trict's  wa te r loss  is  only 0.04% above  the  10% threshold.
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Q. HO W DO E S  AR IZO NA-AME R IC AN P R O P O S E  TO  MO DIF Y THE  ANNUAL

RE P O RT TO  INCO RP O RATE  WATE R LO S S  DATA RE CO MME NDE D BY

S TAFF ENGINEER?

Arizona -Ame rica n will re vise  its  a nnua l re port to incorpora te  S ta ff's  re comme nda tion. In

addition to wa te r sold and wa te r pumped, Arizona -American will add one  column

reflecting the  amount of non-revenue  authorized water use  and another column re flecting

wate r loss  pe rcentage  us ing the  wate r loss  formula . If the  wate r loss  for Sun City Wate r

Dis trict in any given ca lenda r yea r exceeds  10%, Arizona -American will file  a  report in

this  docket expla ining why the  water loss  ra te  exceeds 10% and, if necessary, provide  a

mitiga tion plan a imed a t reducing the  annua l wate r loss  ra te  to 10% or less .

Q. DO E S  THIS  CO NCLUDE  YO UR DIRE CT TE S TIMO NY IN THIS  CAS E ?1 7

1 8

A.

A. Ye s .
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Date Time Location cl Static PSI

Arizona American Water Company
Sun City Water
Exhibit BJC-1

2007 YOUNGTOWN PRESSURE TEST RESULTS

10/24/2007
10/24/2007
10/24/2007
10/24/2007

12231 PM
12:17 PM
12:37 PM
12:48 PM

12005 n. 112th Dr.
11129 w. Michigan Ave.
11332 W. Greer Dr.
11117 w. Oregon Ave.

Youngtown
Youngtown
Youngtown
Youngtown

80
60
85
87
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Wheeler Construction, Inc.
p.o. Box 5211

Phoenix, Arizona 8501 D-5277
(6 oz) 254-3179

TIME AND MATERIAL INVOICE ,

INVOICE NUMB

INVOICEUATE

07-1217 I

502»13B

8/21/2007
AME | Arizona Amer] n Water Companyl* 'S l9~@/3

REVISION DATEunDREss | Attention: Sieve Ursine

-p.o. BOX 5613 .

Cherry Hill'

xTrenTlot4:

I NJ

4193344 vs
WDRK ORDER #

g 85983 iv Sun City Pipe Repairs & Maintenance T & M FIELD CHANGE ORDER #

08/02/2007 Digging to find size of Fire Hydrant $1.2B0.00
I

I

08/03/07 Replace s Ft. Fire Hydrant $3,655.00

I
I

I

Bond $080

1

Subtotal $4,935.00

Tax Rate B.5000% sales Tax 14 - $320.78

Total Invoice $5,255.78
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Amount Due This Invoice $5,255.78 ~r
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n. WHEELER CONSTRUCTION, INC.
1310 N. 24TH STREET

PHOENIX, AFUZONA 85008
(602) 254-3179

CLASS A
GENERAL ENGlNEEPlnG

LICENSE #47572

RENTAL TABULATION

DATE: 09 ~<2'L _ Q 1

LESSEE:.42 .»4..,*.-».¢~,. _

5C./>fL€.{~°§ a.

JOB #:8995 -'<.r'l 9- 236
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I
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On receipt by the undersigned of a check from Arizona American Water Company the sum of
'*$5,255.78"payable to Wheeler Construction, inc. and'when the check has been properly
endorsed and has been paid by the bank on which it is drawn, this document becomes effective to .
release any Mechanize's Lien, any state or federal statutory bond right, any private bond right, any
claim for payment and any .rights under any .similar ordinance, rule or statue relatedto claim or
payment rights for personsin the undersigned's position that the undersigned has on the job of
Arizona American Water Company located at Sun city Pipe Repairs to the following extent. This
release covers a progress payment for all labor and materials through 8/21/07 only and does not
cover any retention, pending modifications and changes or items furnished after that date;

Project:
Job No:

BefOre any recipient of this document relies on Ir, that person should verify evidence of payment
to the undersigned.

The undersigned warrants that he either has already paid or will use the monies he receives from
this progress payment to promptly pay in full all of his laborers, subcontractors, materialmen and
suppliers for all work, materials, equipment or sen/ices provided for or to the. above referenced
project up to the date of this waiver. The following invoices and pay applications.are.included. in the
above referenced amount. Invoice#07-1217 .

Date'

• n l IP

August 23, 2007

Sun City Pipe Rapairs & Maintenance
85983

v

CONDITIONAL WAIVER AND RELEASE ON PROGRESS PAYMENT
(Pursuant to A.R.S. 33-100B)

-1.
.¢.Hif»i3l¥l¢ 1~1\u

Wheeler Construction, Inc.
1310n.24th Street

Phoenix, Arizona 85008
Phone 602-254-3179 Fa 602-254-1293

"i 4.-u-|. 4 ;_#
*Y

By:

Judy L. Eldridge, CFO/Treasurer

WHEELER CONSTRUCTION, INC.
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COMPANY NAME Arizona American Water Company - Sun City

480,652 481,724
FEBRUARY 23,073 260,518 327,447
MARCH 23,077 362,332 387,477
APRIL 23,056 289,466 333,383
MAY 23,052 377,336 516,505
JUNE 23,053 481,585 638,534
JULY 23.058 481,071 537,102
AUGUST 23,059 523,221 482,820
SEPTEMBER 23,052 477,364 470,313
OCTOBER 2a,0se 319,186 401,433
NOVEMBER 23,057 424,471 500,094
DECEMBER 23,041 361,836 304,688

4

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006

1 .11-1,-.- -.-_ _ ,.._-

TOTALS = 4,839,019 5,381,530

Is the W ater Utility located in an ADWR Active Management Area (AMA)?

(X )  Yes (  )  N o

Does the Company have An ADW R Gallons Per Capita Per Day (GPCPD) requirement?

J

(  ) N o

If  yes, provide the GPCPD amount: 255*

( X ) Y e s

W hat is the level of  arsenic for each well on your system.
(If  more than one well, please list each separately) (SEE ATTACHED)

mg/I

Note: If  you are f iling for more than one system, please provide separate data sheets for each system.

*Estimate

Page 11 - Sun City

I

I
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RESIDENTIAL UTILITY CONSUMER OFFICE

1.110 WEST WASHINGTON STREET • $UITE 220 U PHOENIX, ARIZONA 85007 I (602) S64-4835 9 FAX: (602) 364-4846

.»Ne¢u=p~==it=n°
Gcxmemor

Stephen Mweam
Derma:

November 28, 2007 WUI ELECTRONIC MAlL
ORIGINN. VIA US MAIL

Paul Li
Associate Counsel
Arizona-American Water Company
19820 n . am so-eea, Suite 201
Phoenix, Arizona 85024

Arizona-American Water Company's First Data Request to the Residential Utility
Consumer Ofiioe ("RUCO") ACC Docket No. W-01303A-07-0209

Dear Mr. Li:

Enclosed is the Residential Utility Consumer Office's ("RUCO') revised response
to Arizona-American Water Company's First Data Request in the above-referenced
docket

If you have any questions, please feel free to contact me.

Sincerely

Daniel w. Pozefsky
Attorney

Re:

DWP:eg

cc: Thomas Broderick, Craig Marks
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ARIZONA-AMERICAN WATER COMPANY -- SUN CITY WATER
DOCKET no. W-01303A-07-0209

RUCO'S REVISED RESPONSE TO
ARIZONA-AMERICAN WATER COMPANY 'S

FIRST SET OF DATA REQUESTS

1.1 On page 3, lines 15 to 18 of RUCO witness Marylee Diaz Cortez's
testimony, Ms. Diaz Cortez asserts that 'Water system would have to over-
size to at least 12-inch mains to generate [1 ,500 rpm] of fire flow." Please
provide the basis for RUCO's assertion that only main size 12-inch or
larger can generate flow of 1,500 rpm, Please also identify any fire flow
improving proposal recommending replacement of existing mains with 12-
inch or larger mains.

Response: Marylee Diaz Codez

See Attachment 1.1. The Cost Summary of The Four Year Plan attached
to the April 2, 2007 testimony of Brian K. Biesemeyer shows no 12-inch
replacement mains.



ARIZONA-AMERICAN WATER COMPANY SUN CITY WATER
DOCKET no. W-01303A-07-0209

RUCO'S REVISED RESPONSE TO
ARIZONA-AMERICAN WATER COMPANY 'S

FIRST SET OF DATA REQUESTS

1.2 On page 9, line 7 to 13 of RUCO witness Marylee Diaz Cortez's testimony,
she recommends "the Company immediately begin work on getting
pressure up to the ACC required 20 psi for all sections of Youngtown."
Please identify specific parts of Youngtown that are experiencing fire flow
pressure below the required 20 psi.

Response: Marylee Diaz Cortez

s

RUCO does not have this information.



Flow Required
to Produce

2.5 fps (approx)
Velocity in Main

rpm
Pipe Diameter

in.

Size of Tap
in.
11/2 21 Numberof2 1/2-in.

Hydrant Outlets''Number of Taps on Piper

4
8
8

10
12
16

100
200
400
500
900

1500

1

-

-

-up

-an

1
2
3

1
2
2
4

1
1
1
1
2
2

U
iv

ATTACHMENT AAW 1 .1

BASIC SCIENCE CONCEPTS & APPLICATIONS

4

PIPE INSTALLATION & MAINTENANCE 55

Table 1-10. Required Flow and Openings to Flush Pipelines (40-psi Residual
Pressure in Water Main)*

'With a 40-psi pressure In themainwith the hydrant flowing lo atmosphere, a 2*/2-ln, hydrant outlet will
dischargeapproximately1000 rpm and a41/2-in. hydrant nozzle will discharge approximately 25OO rpm.
number of taps on pipe based on no significant length of dischargepiping. A 10-ft lengthof galvanized

iron (GI) piping will reduce flow by approximately onethird.'

r

Q
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E XE C UTIVE  S UMMAR Y

In he r dire ct te s timony Cindy Da tig te s tifie s  a s  follows l

Ms. Da tig is  the  Executive  Director of $1 Ene rgy Fund, Inc. ("$1 Ene rgy"). She  has  been
working with Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n") to de s ign a n
a ppropria te  Low-Income  Ass is ta nce  P rogra m ("LIAP") for its  Sun City Wa te r Dis trict
cus tomers . $1 Energy works  with its  utility pa rtne rs  to crea te  and adminis te r programs tha t
provide  utility a ss is ta nce  to low-income  fa milie s .

The  a ffordability of home  utility bills , whe the r they a re  home  ene rgy or wa te r/sewer bills , is
genera lly measured in te rms of the  "burden" which those  bills  impose  on low-income cus tomers .
The  burden of a  wate r bill is  de te rmined by ca lcula ting the  annua l bill a s  a  percentage  of income.
For example , if a  household has  annual income of $5,000 and an annual water bill of $500, the
household would have  a  wa te r burden of 10% [($500 / $5,000) x 100% = l0%).

To eva lua te  the  need for a  LIAP for wa te r se rvice , we  should firs t de tennine  wha t the  wa te r-bill
burden is  for water customers  with incomes a t or somewhat above  the  Federa l Poverty Income
Guide line  (the  "FPIG"). P resently, the  FPIG is  $10,210 annua l income  for a  s ingle -pe rson
household and $13,690 for a  two-person household.

Based on Arizona -American's  Sun City Wate r Dis trict's  proposed wa te r ra te , a  household with
income  of 150% FPIG will pay 1.21% of its  household income  for wa te r se rvice . This  is  s till
we ll be low the  EPA's  2.5% a ffordability de te rmina tion for households  with median (50th
pe rcentile ) income .

The  Company's  proposed LIAP provides  a  50% discount on the  basic se rvice  charge  to e ligible
Sun City Wate r cus tomers  who enroll in the  LIAP. Based on the  informa tion provided to me  by
Arizona -American, a  5/8-inch Sun City re s identia l cus tomer with median monthly usage  will pay
$8.20 in basic service  charge  and $7.21 in commodity charge  per month under the  Company's
proposed ra te  des ign. A 50% discount on the  monthly bas ic se rvice  charge  will reduce  tha t
charge  from $8.20 to $4.10 per month, the reby reducing a  median Sun City Wate r Dis trict
re s identia l cus tomer's  monthly bill from $15.41 to $11 .31, a  27% reduction in the  ove ra ll
monthly wa te r bill.

An e ligible  Sun City Wate r Dis trict cus tomer mus t be  a  full-time  Sun City re s ident who is  the
primary account holde r ove r 65 yea rs  of age . In addition, the  e ligible  cus tomer's  annua l
household income cannot exceed 150% of the  Federa l Poverty Income Guide line  ("FPIG").
Initia lly, Arizona -Ame rica n will limit e nrollme nt in the  LIAP  to the  firs t 1,000 e ligible  S un City
Wate r Dis trict cus tomers  who enroll.

To enroll in the  program, cus tomers  will firs t contact Arizona -American, which will then trans fe r
the  cus tomer to $1 Ene rgy to ve rify e ligibility and comple te  enrollment.

1
2
3
4
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The  LIAP will sa tis fy the  crite ria  se t forth by RUCO for a  success ful LIAP, which should ta rge t
the  appropria te  se t of customers , crea te  materia l benefits  for qua lifying participants , not be
overly burdensome on non-participants , and be  e fficiently adminis te red.

Arizona -American will pay $1 Energy a  $5,300 initia l se t up fee  for the  firs t three  months  of the
program and $2,500 per month the rea fte r. Hence , the  on-going annua l charge  from $1 Energy is
$30,000. The  fees  charged by $1 Energy cover a ll the  program adminis tra tion expenses
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1
2
3
4
5
6
7
8

including enrollment, income  and guide line  ve rifica tion, and payment counse ling. Also, the re
will be  additiona l cos ts  to Arizona-American to supply outreach ma te ria ls , conse rva tion kits , and
seasona l bill inse rts  tha t promote  the  ava ilability of the  LIAP.

Typica lly, the  cos ts  of a  LIAP, including the  amount of the  monthly reductions  to cus tomer bills ,
a re  recovered by the  utility from a  va rie ty of sources , including increased ra te s  to the  utility's
cus tomers , reductions  in the  utility's  uncollectible  accounts  rece ivables  and charitable  dona tions .
Mr. Brode rick will addre ss  this  ques tion more  specifica lly in his  rebutta l te s timony.
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1
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4

5

I INTR O DUC TIO N AND Q UALIF IC ATIO NS

Q. P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMB E R .

My name  is  Cindy Da tig. My bus iness  addre ss  is  15 Tennina l Way, P .O. Box 42329,

Pittsburgh, PA 15203, and my business  phone  is  (412) 390-3863 .

6

7

8

Q. B Y WHO M AR E  YO U E MP LO YE D AND IN WHAT C AP AC ITY?

I am the  Executive  Director of $1 Ene rgy Fund, Inc. ("$1 Ene rgy"), a  501(c) (3) non-

profit organiza tion founded in 1983. I have  se rved in tha t capacity s ince  1986.

9

10

11

12

13

14

15

Q. WHAT ARE  YO UR RE S P O NS IBILITIE S  AS  THE  E XE CUTIVE  DIRE CTO R?

I act as the chief executive officer responsible for leadership and overall direction of $1

Energy. In particular, I provide information and leadership to the $1 Energy Board of

Directors. I am responsible to keep the Board informed about changing community

needs so that the Board can modify $1 Energy's programs and policies accordingly, and

can ensure that $1 Energy's resources are used in such a way as to assure maximum

benefits to the consumer and the community.

1 6

1 7

1 8

Q- PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND

EDUCATIONAL BACKGROUND.

Please see attached Exhibit CD-1 to my testimony.

Q. WHAT IS  YO UR RO LE  IN THIS  P RO CE E DING ?19

20

21

22

I ha ve  be e n working with Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n") to

des ign an appropria te  Low-Income  Ass is tance  P rogram ("LIAP") for its  Sun City Wate r

Dis trict cus tome rs .

23

A.

A.

A.

A.

A.

Q. WHAT IS  $1  ENERGY FUND, INC.?
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1 $1 Ene rgy is  a  non-profit organiza tion with the  miss ion of improving the  qua lity of life

for households  experiencing hardship by providing utility ass is tance  and other se rvices

inte nde d to le a d to se lf-sufficie ncy. S pe cifica lly, $1 Ene rgy works  with its  utility

partners  to crea te  and adminis te r programs tha t provide  utility ass is tance  to low-income

fa milie s .

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Q. HOW DOES  $ 1  ENERGY HELP  P ROVIDE UTILITY AS S IS TANCE TO

HO US E HO LDS  E XP E RIE NCING  F INANCIAL HARDS HIP ?

$1 Ene rgy currently works  with 15 utility pa rtne rs  to deve lop and adminis te r utility

ass is tance  programs to he lp the  utility's  cus tomers  in times  of ha rdship. Two of the  15

utility companie s  with whom we  proudly pa rtne r, Pennsylvania -American Wate r

Company ("Pennsylvania -American") and New Je rsey-American Wate r Company, a re

s is te r compa nie s  to Arizona -Ame rica n. Through our l6-ye a r re la tionship with

Pennsylvania -American, we  formed a  wa te r-ass is tance  program divis ion within $1

Ene rgy. The  divis ion crea ted the  H20 He lp to Othe rs  P rogram (the  "HZO Progra ln"), the

firs t e ve r wa te r utility LIAP  in the  Unite d S ta te s . Although spe cific e ligibility guide line s

and/or discount amounts  of the  H20 Program may diffe r from s ta te  to s ta te , the

underlying des ign of a ll the  H20 Programs remain the  same  - providing discounts  on an

e ligible  wa te r cus tomer's  monthly se rvice  cha rge .

19

20

21

22

23

24

25

Q. HAVE  YO U P RE VIO US LY TE S TIFIE D BE FO RE  ANY RE G ULATO RY

UTILITY C O MMIS S IO N O R  O THE R  G O VE R NME NTAL C O MMIS S IO N

RE G ARDING  UTILITY RE LATE D IS S UE S ?

A.

A.

A. Yes . I te s tified in an adminis tra tive  hea ring be fore  the  Pennsylvania  Public Utility

Commiss ion, specifica lly regarding the  LIAP partne rship be tween $1 Energy and

Pennsylvania -American. I have  a lso provided te s timony to the  Pennsylvania  Low

Income  Home Energy Ass is tance  Program, Electric and Gas  Utility Res tructuring



Docke t No. W-01303A-07-0209
Arizona  American Wate r Company
Dire ct Te s timony of Cindy Da tig
Page 3 of 10

1

2

Legis la tion, Policy and Guide line  S ta tements  on Customer Assis tance  Programs like

LIAP, P rogram Funding, and Cos t Recove ry Mechanisms  for Utility P rograms .

I I P URP OS E OF TES TIMONY

WHAT IS  THE P URP OS E OF YOUR TES TIMONY IN THIS  CAS E?

3

4

5

Q.

Please  re fe r to the  Executive  Summary, which precedes  my direct tes timony.

III

Q.

S UN CITY WATE R LO W-INCO ME  AS S IS TANCE  P RO G RAM

DO E S  ARIZO NA-AME RICAN' S  RATE  CAS E  AP P LICATIO N INCLUDE  A

LO W-INCO ME  AS S IS TANCE  P RO G RAM?

Yes . P lea se  see  the  direct te s timony of Mr. Thomas  M. Brode rick. I have  been working

with Mr. Brode rick to de ve lop a n a ppropria te  LIAP  for Arizona -Ame rica n's  S un City

Wate r Dis trict's  cus tomers ,

6

7

8

9

10

11

12

13

14

15

16

17

18

19

HO W DO  YO U ANALYZE  THE  AF F O RDABILITY O F  THE  CO S T O F  WATE R

FO R LO W-INCO ME  CUS TO ME RS ?

The  a ffordability of home  utility bills , whe the r they a re  home  ene rgy or wa te r/sewer bills ,

is  gene ra lly measured in te rms of the  "burden" which those  bills  impose  on low-income

customers . The  burden of a  wa te r bill is  de te rmined by ca lcula ting the  annua l bill a s  a

percentage  of income. For example , if a  household has annual income of $5,000 and an

annua l wate r bill of $500, the  household would have  a  wate r burden of 10% [($500 /

$5,000) x 100% = 10%)

20

21

22

23

24

25

A.

A.

Q.

A.

The  a ffordability of the  cos t of wa te r can be  de te rmined based on this  informa tion. In

imple me nting the  fe de ra l Sa fe  Drinking Wa te r Act ("SDWA"), the  Environme nta l

Protection Agency ("EPA") is  required to eva lua te  the  impact of any proposed new

regula tions on the  burden deemed by EPA to be  affordable  for the  customers. EPA bases

its  a ffordability de te rmina tion on its  premise  tha t a  household with the  median (50th

percentile ) income  should be  able  to pay 2.5% of its  pre -tax income  for wa te r. Othe rs
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1 place  the  a ffordable  burden a t 2% of household income. An appropria te ly des igned LIAP

should ensure  tha t the  low-income families  do not spend a  la rger percentage  of the ir pre-

tax-income for wate r se rvice  than households  with median incomes.

2

3

4

5

6

7

To eva lua te  the  need for a  LIAP for wa te r se rvice , we  should firs t de te rmine  wha t the

wate r-bill burden is  for wate r customers  with incomes a t or somewhat above  the  Federa l

Pove rty Income  Guide line  (the  "FP lG"). P re sently, the  FPIG is  $10,210 annua l income

for a  s ingle-person household and $13,690 for a  two-person household.

8

9

10

11

Q. WHAT IS THE WATER-BILL BURDEN FOR LOW-INCOME CUSTOMERS IN

SUN CITY?

In Ta ble  l,  I us e  Arizona -A1ne rica n's  typica l re s ide ntia l ra te s  to ca lcula te  the  wa te r-bill

burde n for S un City low-income  cus tome rs , ba s e d on the  FP IG:

Table 1 .- Sun Citv Customer Utilitv Burden Analvsisl

Service Charge Commodity

Monthly

Annua lly

Current Proposed

s 8.20

$ 98.40

$ 6.33

$ 75.96

Current Proposed

$ 7.21

s 86.52

s 5.50

$ 66.00

Total Annual Water Bill $ 141.96 $ 184.92

Percent of income a t 100% FPIG
Percent of income a t 135% FPIG
Percent of Income a t 150% FPIG

1.39%
1.02%
0.92%

1.81%
1.34%
1.21%

12

13

14

Q. WOULD ARIZONA-AMERICAN'S PROPOSED WATER RATES MAKE THE

COST OF WATER SERVICE UNAFFORDABLE FOR ITS SUN CITY WATER

DISTRICT CUSTOMERS?

A.

1 Based on median usage (6,431 gallons/month) and ra tes  for res identia l cus tomer with 5/8-inch or 3/4-inch meter
s ize.
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1

2

3

4

No. As  demonstra ted by the  table  above , based on Arizona-American's  Sun City Wate r

Dis trict's  proposed wa te r ra te , a  household with income  of 150% FPIG will pay 1.21 % of

its  household income  for wa te r se rvice . This  is  s till we ll be low the  EPA's  2.5%

affordability de te rmina tion for households  with median (5 e th percentile ) income.

5

6

7

8

9

10

11

12

13

14

Q- P LEAS E DES CRIBE ARIZONA-AMERICAN'S  P ROP OS ED LIAP  FOR ITS  S UN

CITY WATE R DIS TRICT CUS TO ME RS .

The  Company's  proposed LIAP provides  a  50% discount on the  basic se rvice  charge  to

e ligible  Sun City Wa te r cus tome rs  who e nroll in the  LIAP . Ba se d on the  informa tion

provided to me  by Arizona -American, a  5/8-inch Sun City re s identia l cus tomer with

median monthly usage  will pay $8.20 in bas ic se rvice  charge  and $7.21 in commodity

charge  per month under the  Company's  proposed ra te  design. A 50% discount on the

monthly bas ic se rvice  charge  will reduce  tha t charge  from $8.20 to $4.10 per month,

the reby reducing a  median Sun City Wate r Dis trict re s identia l cus tomer's  monthly bill

from $15.41 to $11.31, a  27% reduction in the  ove ra ll monthly wa te r bill.

15

16

17

18

19

20

21

22

23

24

Q. UNDE R THE  P RO P O S E D LIAP  FO R ARIZO NA-AME RICAN' S  S UN CITY

WATE R  DIS TR IC T,  WHO  WO ULD B E  E LIG IB LE  TO  R E C E IVE  Lo w-

INCOME  AS S IS TANCE ?

A.

A.

A. An e ligible  Sun City Wa te r Dis trict cus tomer mus t be  a  full-time  Sun City re s ident who

is  the  primary account holde r ove r 65 yea rs  of age . In addition, the  e ligible  cus tomer's

annual household income cannot exceed 150% of the  Federa l Poverty Income Guide line

("FPIG"). P re sently, 150% of FPIG is  $15,315 annua l income  for a  s ingle -pe rson

household and $20,535 for a  two-pe rson household. An e ligible , enrolled cus tomer will

continue  to rece ive  the  discount as  long as  he  or she  remains e ligible , mainta ins  an active

account, and continues  making monthly on-time  payments  to Arizona-American.
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1

2

Initia lly, Arizona -Ame rica n will limit e nrollme nt in the  LIAP  to the  firs t 1,000 e ligible

Sun City Wate r Dis trict cus tomers  who enroll.

3 Q. HO W WILL A C US TO ME R  E NR O LL IN THE  LIAP ?

4

5

6

7

8

A re s ide ntia l wa te r utility cus tome r inte re s te d in e nrollme nt in the  LIAP  will firs t ca ll

Arizona -Ame rica n's  toll-fre e  cus tome r se rvice  numbe r a nd the n a sk to e nroll. With the

cus tomer's  pe rmiss ion, Arizona-American's  cus tomer se rvice  representa tive  will transfe r

the  cus tomer's  account information to $1 Energy and forward the  cus tomer's  ca ll to $1

Energy's  ca ll cente r to comple te  the  applica tion process .

9

1 0

11

1 2

1 3

Next, a  $1 Energy customer se rvice  representa tive  will a sk the  customer to provide

re levant utility account infonnation such as  customer's  name, address , phone  number,

a nd utility a ccount numbe r. $1 Ene rgy will the n ve rify the  informa tion provide d by the

cus tomer with the  account informa tion provided by Arizona -American to de te rmine  if the

cus tomer has  an active  wa te r account with Arizona-American in its  Sun City Wate r

1 4 Dis trict.

1 5 Q. IF  THE  C US TO ME R  HAS  AN AC TIVE  WATE R  AC C O UNT WITH AR IZO NA-

1 6 AME RICAN, WHAT HAP P E NS  NE XT?

1 7

1 8

1 9

20

2 1

22

23

24

25

A.

A. If the  cus tomer has  an active  wa te r account with Arizona-American in its  Sun City Wate r

Dis trict, the  cus tomer will then be  required to fax or ma il appropria te  supporting

documenta tion to $1 Ene rgy. To screen for income  e ligibility, the  cus tomer will be  a sked

to provide  proof of income  including wages , socia l security, pens ion, disability, a limony,

child support, inte re s t on inves tment, or othe r forms  of income . $1 Ene rgy will a lso

accept the  customer's  proof of enrollment in other government-sponsored assis tance

programs tha t use  s imila r income  guide lines . To show proof of age , the  cus tomer will be

required to submit a  copy of his  or he r birth ce rtifica te , drive r license , or anothe r form of

government-issued identifica tion proving the  cus tomer's  age .



Docke t No. W-01303A-07-0209
Arizona  American Wate r Company
Dire ct Te s timony of Cindy Da tig
Page 7 of 10

1

2

3

4

5

$1 Ene rgy will a lso ve rify the  applicant's  full-time  re s idency s ta tus  by reviewing the

applicant's  wa te r usage . Full-time  re s idency will be  de te rmined by reviewing usage  for a

customer over the  prior 36 months . Any customer who has  used less  than 2,000 ga llons

of wa te r for three  consecutive  months  during tha t time  will have  to provide  additiona l

informa tion to support his  or he r full-time  re s idency s ta tus .

6

7

8

9

1 0

A Sun City Wa te r Dis trict cus tome r will the n be  e nrolle d in the  LIAP  upon ve rifica tion

of the  documents  by $1 Energy and the  comple tion of the  $1 Energy enrollment process .

Once  the  enrollment is  comple te , the  cus tomer will rece ive  a  le tte r of enrollment and the

LIAP  guide line s  a long with conse rva tion ma te ria l. $1 Ene rgy will the n follow-up with

the  customer within ten days to ensure  tha t the  customer rece ived the  information.

11

12

13

14

15

16

17

18

Q- O NCE  A CUS TO ME R IS  E NRO LLE D, HO W WILL THE  CUS TO ME R

RE CE IVE  THE  DIS CO UNT?

Upon succe ss ful e nrollme nt by the  cus tome r, $l Ene rgy will notify Arizona -Ame rica n of

the  applica tion through $1 Energy's  Online  System for Customer Account Records

("OS CAR".) OS CAR will s e rve  a s  a  re a l-time  porta l of communica tion be twe e n

Arizona -Ame rica n a nd $1 Ene rgy. Upon Arizona -Ame rica n's  ve rifica tion of the

cus tomer account informa tion provided via  OSCAR, the  cus tomer will rece ive  the

discount on the  next billing cycle .

Q- HAVE  YO U R E VIE WE D MR .  TIM C ()LE Y' S  TE S TIMO NY O N B E HALF  O F

RUCO  CO NCE RNING  LIAP ?

19

20

21

22

23

A. Yes . Mr. Coley s ta ted tha t an appropria te  LIAP should: ta rge t the  appropria te  se t of

customers , crea te  mate ria l benefits  for qua lifying participants , not be  overly burdensome

on non-participants , and be  e fficiently adminis te red My te s timony will a ddre ss  thre e  of

A.

2 Direct Testimony of Tim J. Coley at 30:2 - 3212.
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1 Broderick's testimony will address whether the

2

the  four crite ria  s ta te d by Mr. Cole y. Mr.

LIAP is  ove rly burdensome  on non-pa rticipants .

3

4

Q. HOW DOES THE PROPOSED LIAP TARGET THE APPROPRIATE SET OF

LOW-INCOME SUN CITY WATER CUSTOMERS?

5

6

7

8

9

10

A. Sun City's demographic data shows that the vast majority of the Sun City residents are

retirees living on fixed incomes. In order to target the portion of the retiree community

for the benefits of the LIAP, it is appropriate to set a minimum age-eligibility criteria for

the LIAP in Arizona-American's Sun City Water District. This age eligibility will ensure

that the program targets, in a general way, customers deemed to be most in need of

financial assistance.

I was  informed by Mr. Thomas  Brode rick tha t Arizona -American be lieves  tha t seasona l

or pe lt-time  res idents , customers  who go on extended le isure  trave l, or customers  who

own multiple  homes  a re  le ss  like ly to need LIAP, and thus , should not be  e ligible  for

LIAP .

12

13

14

15

16

17

18

19

An assistance program should have an income threshold appropriate for the community.

After reviewing the demographic data for Sun City, I see no reason to deviate from the

normal income threshold for LIAP - that is, annual income below 150% of the FPIG.

The income threshold will ensure that the most vulnerable customers in the Sun City

Water District receive the LIAP discount.

20

21

22

23

24

Q- HOW WILL THE PROPOSED LIAP PROVIDE MATERIAL BENEFITS FOR

QUALIFYING PARTICIPANTS?

A. The  50% LIAP discount on the  bas ic se rvice  cha rge  will reduce  Arizona -American's

monthly bas ic se rvice  charge  from $8.20 to $4.10, the reby reducing the  typica l Sun City

Wate r Dis trict re s identia l cus tomer's  monthly bill from $15.41 to $11 .31 pe r month, a
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1

2

27% re duction in the  ove ra ll monthly wa te r bill. A 27% re duction to a  qua lifying

household's  monthly wa te r bill provides  a  s ignificant bene fit to tha t household.

3

4

Q- HO W WILL THE  P RO P O S E D LIAP  BE  E FFICIE NTLY ADMINIS TE RE D?

5

6

7

8

9

10

As I s ta ted ea rlie r, $1 Energy is  an industry leader in crea ting and adminis te ring wate r

utility a ss is tance  low income programs. Our employees  have  years  of experience  in

a dminis te ring va rious  LIAPs . Furthe rmore , we  ha ve  be e n working with Ame rica n

Wa te r's  na tiona l cus tome r se rvice  ca ll ce nte r in Alton, Illinois  on LIAP  e ligibility

ve rifica tion s ince  1997. We  know how to e xpe ditious ly a nd e ffe ctive ly inte ra ct with

American Wate r's  Cus tomer Se rvice  Department to de live r the  re sults  for Arizona-

American and its  LIAP applicants .

11

12

13

14

15

16

17

18

19

20

21

22

23

Q. WHY IS IT APPROPRIATE TO LIMIT THE ENROLLMENT TO THE FIRST

1,000 ELIGIBLE CUSTOMERS?

It is wise for Arizona-American and the Commission to evaluate the costs, eligibility

guidelines, amount of discount, acceptability and overall effectiveness of a limited LIAP

before funding a more expanded LIAP. Publicly available data suggests that 19.5% of

the Sun City Water District households meet the eligibility criteria of the proposed LIAP.

Applying that percentage to the Sun City Water District's customer base of

approximately 22,000 customers suggests roughly 4,300 eligible participants. Based on

my prior experience administering other low-income programs, Arizona-American can

expect that less than one half of those eligible customers will elect to participate in the

LIAP. It is important to note that not every household that meets the established

eligibility criteria needs assistance paying monthly expenses. Further, as table l shows,

water is already relatively affordable in Sun City.

24

A.

A.

Q. HO W MUCH WO ULD THE  LIAP  P RO G RAM CO S T?
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5

6

7

8

Ignoring the  aggrega te  amount of the  resulting reductions  in the  monthly bills  to the  Sun

City Wa te r Dis trict cus tome rs  e nrolle d in the  LIAP , Arizona -Ame rica n will be  re quire d

to pay $1 Energy a  $5,300 initia l se t up fee  for the  firs t three  months  of the  program and

$2,500 per month the rea fte r. Hence , the  on-going annua l charge  from $1 Energy is

$30,000. The  fees  charged by $1 Energy cover a ll the  program adminis tra tion expenses

including enrollment, income  and guide line  ve rifica tion, and payment counse ling. Also,

the re  will be  additiona l cos ts  to Arizona -American to supply outreach ma te ria ls ,

conse rva tion kits , and seasona l bill inse rts  tha t promote  the  ava ilability of the  LIAP.

9

1 0

1 3

1 4

Q. HOW WILL THE COST OF THE PROGRAM BE RECOVERED?

Typica lly, the  cos ts  of a  LIAP, including the  amount of the  monthly reductions  to

cus tomer bills , a re  recovered by the  utility from a  va rie ty of sources , including increased

ra te s  to the  utility's  cus tomers , reductions  in the  utility's  uncollectible  accounts

rece ivables  and cha ritable  dona tions . Mr. Brode rick will address  this  ques tion more

spe cifica lly in his  re butta l te s timony.

Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?1 5

1 6

A.

A.

A. Yes.
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Curricu lum Vitae  of Cindy Datig

Profes s ional Experience

Do lla r Ene rgy Fund , Inc .
Pittsburgh, Pennsylvania  15203

1986-pres ent

Exe cutive  Dire ctor.
Organiza tiona l ove rs ight including managing adminis tra tive , programmatic, financia l
ope ra tions  and 40 s ta ff. Building s trong community collabora tions , ma inta ining re la tions
with regiona l and federa l governments , forming corpora te  partnerships , ta lent recruitment
and re tention, s tra tegic leadership, obta in and oversee  contracts , establish performance
measurements and goals , represent the  organization on national, s ta te  and local levels ,
deve lopment of innova tive  programs and entrepreneuria l se rvice  projects , research,
designing performance  measurements , advocacy, develop policies  and legis la tion,
proposa l writing, support the  Boa rd of Directors  and it's  committee s .

Allegheny County Department of Community Se rvices
Pittsburgh, Pennsylvania  15222

1985-1986

Community P rogram Supe rvisor.
Adminis tra tor of the  federa lly funded Energy Assis tance  Program for the  second la rgest
County in Pennsylvania . Coordina tion of Energy Assis tance  Program, supervis ing a  s ta ff
of 30, provide  reporting for federa l and loca l funding agencies  and represent the
organiza tion on numerous  community Boards . Testify a t budge t hearings , public
speaking, deve lop and critique  legis la tion.

Director of the  Free  Summer Feeding Program
Supervised 150 temporary seasonal s ta ff a t 130 feeding s ites  including parks , schools ,
and low-income housing s ites . Deve loped RFP 's , lia ison with s ta te  funding agencies ,
preparing budge ts , writing proposa ls .

Mt. Le b a n o n  Ma n o r 1978-1979
Pittsburgh, Pennsylvania
Licensed Practica l Nurse .
Nurs ing of the  e lde rly. Supe rvis ion of support s ta ff.

S t. Franc is  Ps ychia tric  Hos pita l
P ittsburgh, Pennsylvania
Licensed Practica l Nurse .
Nurs ing ca re  of the  highly agita ted psychia tric pa tients .

1977-1978



Affilia tio n s
Na tiona l Low Income  Ene rgy Consortium (Cha ir-2005-pre sent)
Na tiona l Low Income  Ene rgy Consortium (Vice  Cha ir 1993-2005)
Na tiona l Fue l Funds  Ne twork (Cha ir 1990-1991) (Vice  Cha ir 1990-1995)
Pe nnsylva nia  Public Utility Commiss ion Advisory Council (1995-pre se nt)
The  Pennsylvania  Energy Assis tance  and Weatheriza tion Coalition (1997-present)
The  Pennsylvania  Wea the riza tion Policy and Advisory Council (2004-present)
The Pegasus Project (2002-2007)

Educ a tion / Tra in ing
BS, Public Adminis tra tion-Point Pa rk College  200 l
Non-P rofit Ma na ge me nt Ins titute , Ca rne gie  Me llon Unive rs ity-1994
The  Leadership Pittsburgh Program-1990
Conne lly Skill and Lea rning Cente r-Licensed Practica l Nurse- 1975-current

Awards
Nationa l Fue l Funds  Ne twork S is te r Pa t Ke lley Achievement Award~l999
P e nnsylva nia  P ublic Utility Commiss ion Appre cia tion Awa rd-2001
Na tiona l Fue l Funds  Media  Fa ir-1995-2005
The  Na tiona l Victorine  Q. Ada ms  Awa rd-2004
2004 Athena  Award Fina lis t
Pe ople  Do Ma tte r Awa rd Fina lis t

Na tiona l Res ea rch Projec t
Co-Author of a  report providing background informa tion and pe rspectives  on Low-
Income  Wate r Ass is tance  Programs-A report to the  Wate r Utility Council of the
American Wate r Works  Associa tion.

Tes timony provided to  the  fo llowing:
Department of Welfa re
U.S. Congress  Subcommittee
Arizona  American Wate r
Pennsylvania  American Wate r
Duquesne  Light Company
P e nnsylva nia  P ublic Utility Commiss ion
Pennsylvania  State  House of Representatives
Pennsylvania  State  Senators


